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Their 13-day fretting has come to a naught. The Mumbai High Court has 
finally dismissed the application of Niketa and Harish Mehta—the young couple 
from the suburban Bhayandar of Mumbai—who bravely sought court’s permis- 
sion to abort their 25-week-old foetus that is said to have two abnormalities: one, 
а c mple eengenital heart blockage; and two, mal-positioned arteries because 
об chi. “It that there is a “very fair chance” of the child being born “incapaci- 


tater and 'apped to survive’. 

Ei s for the couple made a valiant plea in the court that though the 
MTP Ас. ot . "rmits abortion beyond 20 weeks when the pregnant woman's 
life isatcish ^ ^ ` “s failed to take cognizance of the risk of congenital mental 
or physical : at the new born child is likely to encounter as the pre- 
natal tests pi ` е, they pleaded for correction of the lacuna. 

The court |. .--e, expressed its clear disinclination to entertain the 


plea saying, "It is not our job to amend the laws; it is for legislators to do so. How 
can the court legislate? It is beyond our powers. It is difficult for us to give the 


-direction you are asking. You should approach the legislators." Finally, the court 


did what the law permits: it dismissed the petition observing that *the legisla- 
ture in its wisdom has stipulated a time bar of 20 weeks and there is no case 
made out for us to exercise our discretion to permit the abortion." 

Law and the dispensers of law have thus made themselves clear in no uncertain 


Р terms. But that is not the end of the trauma for Niketa and Harish. One can well 


understand what the court decision meant to the young couple, who are dead scared 
to think of nurturing a likely to be handicapped child for the rest of their life. Its 
upheaval will surely be as frenzied for them as the nation's restive thoughts over it. 

The whole episode makes life mock at us afresh: life is not linear but circular. Its 
end and beginning are, perhaps, intertwined. Its deciphering is perhaps beyond our 
philosophy. All this haunts the nation with a battery of questions: Are we to domi- 
nate and channel the ‘living energy’ in the interests of the bearer? The answer is 
perhaps, ‘yes’, or perhaps ‘no’. But, looking at the families who are already 
parenting disabled children and the way they dote on their child regardless of the 
handicap, leaving no stone unturned to fix whatever that is wrong with their child, 
one wonders if disability should make parents disown a child. And, at the same 
time, can we ignore the hell that these parents pass through daily in undertaking 
grueling tasks for keeping the child going, besides silently harboring a gnawing feat 
of what would happen to the child after they are gone. The trauma that these 
parents pass through can be better understood if we contrast the anxiety that the 
parents of a normal child pass through when their child catches a cold or cough o: 
suffers a pain that he is not able to name except to cry till it is corrected. 

Of course, that is a ‘given’. But in the case of Niketa, it is a known reality— 
of future—that the court has decreed her to endure. Again, one may say that i 
a 'given' to the court. Agreed, but is it the end of the road? Doctors say that toda 
the medical technology has so advanced that it is safe to abort a foetus till th 
94th week. That is indeed what the doctor representing Niketa pleaded in th 
case. There is yet another question that begs an answer: Does Niketa, as 
mother, have any right to protect the yet unborn child from the future suffering 
Or, has she no right to terminate the life of an unborn child, however arduot 
his/her journey is going to be? 

There are no clear ‘yes’ or ‘no’ answer to these questions, for there is a lot : 
gray area in between. But one thing is certain: ironically, increased knowledge 
enhancing our awareness of risks and, perhaps, heightening our fears. 

Let us hope that the day is not far off when our growing knowledge will affo: 
us freedom from the ‘known’. 

GRK Mur 








This could drive the growth of broadband in the country. Also, rural markets, 
where long distance tariffs still remain unaffordable, could benefit greatly. 

- Rajesh Chharia 

President, Internet Service Providers Association of India (ISPAD), on ТРАГѕ 

move to allow net telephony in the country 


We have plans to enter the Middle Eas: countries as there is a huge potential 

for life insurance business here because of the large presence of the Indian 

expatriates. Moreover, SBI has a strong brand identity which will also help us 
(to penetrate there). 

- US Roy 

Managing Director and CEO, SBI Life 


The huge potential of a quality and value offering in the home entertainment 
service market offers us a unique opportunity to tap the strengths and syner- 
gies of telecommunications and entertainment sectors embedded within Reli- 
ance ADA Group. With the launch of BIG TV DTH, we aim to accelerate the 
growth momentum enhancing value of many million shareholders of Reliance 
Communications. 
- Anil Ambani 
Chairman, Reliance ADA Group 


These changes to the Asia Pacific organization will strengthen partnership 

between geographies and businesses.... It will leverage local expertise and 

thinking. eliminate management layers, and provide growth opportunities for 
our best people. 

- Ajay Banga 

Asia Chief Executive, Citigroup, on the Reorganization 

of the Bank's Asia-Pacific Business 


Compared to Europe and the US, India is becoming an attractive destination 
for overseas investors. The investment market in Europe and the US has been 
wiped out because of subprime and a probable slowdown; their mainstay—the 
leverage buyout market—is virtually dead. Growth investing is becoming 
more popular as opposed to leverage funding among global investors. 
- Alok Gupta 
CEO, Axis PE 


The situation has changed a lot now. Short-term yields have crossed 11%, 

while the view on the rupee has also improved. As RBI has already hiked rates 

at the quarterly policy review, rate uncertainty has ebbed. Also, premia on 

forward contracts have fallen, thus making it viable for FIIs to invest even on a 
fully-hedzed basis and yet earn a sizeable arbitrage. 

-B Prasanna 

MD& CEO, ICICI Securities Primary Dealership 


The manufacturing industry has to find ways to cope with this difficult situa- 

tion created by soaring input prices and increasing interest rates. It’s impor- 

tant that non-fiscal initiatives by the government be taken up at the earliest 
to keep up the investment pipeline. 

- Chandrajit Banerjee 

Director General, СП 
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ЕО Reach $22 bn 
in First Half of 2008 


India received a huge $22 
bn in Fore:gn Direct 
Investment (FDI) in the 
first half of the calendar 
year 2008. This comes as a 
major relief to the policy 
makers who are grappling 
with slowdown in portfolio 
investments from Foreign 
Institutional Investors 
(FIIs), who sold stocks 
worth $9.2 bn in the first 
half of 2008. In fact, FDI 
received in the first 
quarter of FY09 is double 
of that received during the 
corresponding period of the 
previous fiscal and more 
than that received in the 
financial year 2005-06, 


МА T I 


according to the Reserve 
Bank of India. The bulk of 
the inflows will be going 
into greenfield projects, 
which is quite encouraging. 
A report on the outlook for 
the economy in 2008-09 by 
the Prime Minister's 
Economic Advisory Council 
released recently forecasts 
a 4346 increase in in-bound 
FDI to $45.2 bn. *For the 
year as a whole we have 
taken a 434» increase in 
in-bound FDI to $46.2 bn 
(including PE) which, 
combined with a greater 
increase in out-bound FDI, 
gives us net FDI inflows of 
$19.7 bn for the year, 
which is 27% higher than 
the previous year,” said 
the report. 
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BSNL to Roll Out 
3G Mobile Services 
by June 2009 


Bharat Sanchar Nigam 
Ltd. (BSNL) is all set to 
launch Third Generation 
(3G) mobile services in 


India by June 2009. BSNL 


will receive equipment by 
the year-end from 
Ericsson, and it will take 
another six months’ 
duration for service roll- 
out with an initial target 
of 10 million lines. The 


telecom major had floated 


a tender for 45 million 
lines worth $1.75 bn two 
years ago, where Ericsson 
was given 60% of the 
order—and out of that, 10 
million have now been 


Nokia Unveils N96, to Rival Apple’s iPhone 


Nokia. the global telecom 


handset maker, chose India 


to unveil a fewer days 
earlier its ambitious, new 
handset N96 to beat the 
heat from Apple’s iPhone, 


slated for its India debut on 


August 21. The new 
smartphone from Nokia 
stable comes with a 
combination of style and 
technology and is all set to 
redefine mobile patronage. 
It will be the first mobile 
handset with 2.8" screen 
consisting of multi-func- 
tional media keys along 
with 24 GB memory size 
(16 GB + 4 GB external 


micro SD card) along with a 
*kickstand' on back cover for 
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hands-free viewing experi- 
ence. N96 will be available 
countrywide from Septem- 
ber 2008 onwards. “In 2007, 
the Nokia N95 became an 
icon for convergence of 
Internet and mobility. With 
over 10 million units sold to 
date, the N95 has changed 
the way people use their 
mobile device. Today, in the 
Web 2.0 era, the new Nokia 
N96 places the power to 
shape the Internet in your 
hands, in addition to being 
the ultimate entertainment 
gadget,” said Devinder 
Kishore, Director - Market- 
ing, Nokia India. N96 will 
be the first mobile device 
consisting of Wave Secure— 
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a security application which 
will allow consumers to 
track device if it's lost and 
stolen. This application will 
erase all data to avoid 
misuse, along with a 
remotely locking device 
which can be tracked if a 
new SIM card is inserted. 





earmarked for the 3G 
service. The 3G service 
will not only provide 
means for fast communi- 
cation but will also 
facilitate video calls, high- 
speed Net access, video 
downloads, fast music, 
interactive gaming and 
global positioning over 
ithe Internet. 

BSNL is planning 
another tender worth $9 
bn for 90 million lines by 
this month-end with 5046 
lines reserved exclusively 
for 3G telephony. It has 
allocated a capital 
expenditure worth sixteen 
thousand crore for this 
fiscal year. Due to the 
high costs involved in 3G 
services, BSNL will 
conduct mid-term assess- 
ment for 3G demand in 
the country. On August 1, 
Communications Minister 
A Raja announced guide- 
lines pertaining to auction 
of airwaves or spectrum, 
useful for introducing 3G 
mobile phone services in 
the country. 

According to the new 
guidelines, the two public 
sector telecom operators, 
BSNL and Mahanagar 
Telephone Nigam Ltd. 
(telecom services provider 
for Delhi and Mumbai) 
will not be required to 
participate in the bidding 
for spectrum allocation 
but will have to pay the 
price bid by the highest 
bidder. By the end of June 
2008, BSNL had 31 
million landline and 42 
million wireless services 
respectively. 
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Oil Prices Drop as 
Concerns Over 
Tropical Storm Fay 
Ease 


Oil prices headed further 
southward as the concerns 
about Tropical Storm Fay— 
the sixth storm of the 2008 
Atlantic season that could 
have disrupted oil operations 
in the Gulf of Mexico, the 
production hub of the US oil 
industry—eased. Crude 
prices fell to around $112 a 
barrel and in fact are down 
about 24% after touching a 
record high of above $147 in 
July. Analysts predict that oil 
prices could drop below $100 
by the end of the first quarter 
of 2009. OPEC's forecast that 
the demand growth would be 
slower than earlier predic- 
tions in 2008 and 2009 has 
also put downward pressure 
on oil prices. But there are 
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others who disagree. “Nothing 
in the fundamental drivers 
has changed," said Harry 
Tchilinguirian, an oil analyst 
at BNP Paribas. Traders 
have been betting that 
demand for oil from countries 
such as China would boost 
prices. Also, tensions between 
politically unstable oil- 
producing countries and the 
West would strain supply. 


Year After 
Subprime Crash, 
Risks Remain 
Elevated, Says IMF 


*Credit quality across many 
loan classes has begun to 
deteriorate with declining 
house prices and slowing 
economic growth. Although 
banks have succeeded in 
raising additional capital, 
balance sheets are under 
renewed stress and bank 
equity prices have fallen 





sharply," said the IMF's 
Global Financial Stability 
Report Market Update, 
released on July 28. The 
update, which was released 
after the IMF published its 
latest forecast for the world 
economy, comes in the wake 
of rising inflation and high 
energy prices. The IMF 
expects global growth to slow 
significantly from 5% in 
2007 to 4.1% in 2008 and 
3.9% in 2009. The IMF's 
market assessment said 
that as banks seek to 
deleverage and economize on 
capital, assets are being sold 
and lending conditions are 
tightening, which will result 
in slower credit growth in the 
US and eurozone. 

With rising inflation, the 
purview of monetary policy to 
support the financial stability 
has become more constrained. 
In the first quarter of 2008, 
total US private sector 
borrowing growth fell to 5.2% 


— a level last seen after the 
2001 recession. With continu- 
ing pressure on banks to 
deleverage, this growth might 
slow further. The report 
highlights the need to check 
the declining US housing 
market to help both house- 
hold and financial institu- 
tions to recover. “At the 
moment, a bottom for the 
housing market is not 
visible," commented the IMF 
report. Elsewhere in other 
European countries, house 
prices are softening leading to 
fears about future loan losses 
in the mortgage, construction 
and commercial property 
areas. 

Jaime Caruana, Director 
of the IMF's Monetary and 
Capital Markets Department 
said that extraordinary steps 
by central banks in mature 
markets had succeeded in 
capping systemic risk. 
«However, in the context of the 
deleveraging process and 
uncertainty about asset 
valuations, credit risks 
remain elevated, indicating 
that further raising of capital 
may be needed in a number of 
financial institutions," 
cautioned he. “In this phase of 
the crisis, the nature of 
resolution strategies and the 
extent of government support 
have come into sharper focus. 
Financial market disruptions 
will still need to be dealt with 
on a case-by-case basis and 
there is no iron-clad rule-book 
as to how to handle such 
instances in today’s more 
global environment. Prompt 
and transparent government 
responses, however, will, go a 
long way in relieving the 
uncertainties,” advised he.» _ 
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Slowdown, Stagflation and Recession 


A War of Words 





Whether or not the US economy is suffering from ‘recession’, ‘stagnation’ or 
а 'serious slowdown' is a debate that has both economic and political 
connotations. 


— Andrew J Sherman 


Partner Dickstein Shapiro LLP Washington, DC 


and 


— Kartikeya Tana 
Clerk, Dickstein Shapiro LLP Washington, DC 





ecession, like beauty, lies in the 

eyes of the beholder. An in- 

creasing tendency on the part of 
economists and academicians, both in 
the media and global institutions, has 
led to a ‘war’ between them on what ex- 
actly the global situation looks like. It is 
a fashionable, sometimes premature, 
and a psychiatric attempt to accord no- 
menclature to the economic situation 
that prevails today. While it provides 
adequate warning signals, it can often 
induce a general pessimism which can 
be done away with when efforts are 
made to stimulate the economy. Specu- 
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lative institutions like stock markets 
and credit markets go chameleon-like 
when such words come on their intelli- 
gence radar. The title of this article in- 
dicates the various types of nomencla- 
ture given to the current economic situa- 
tion in the world, though ‘recession’ is 
used in the context of the US. Before we 
try pinning down the nomenclature that 
would best describe the current situa- 
tion, it is useful to reiterate what these 
words mean as understood generally. 
Indeed, the conflation in the use of these 
terminologies creates a haze that does 
not always depict the ground realities. 


Worst of both worlds 


The term ‘stagflation’ is generally at- 
tributed to the ex-chancellor of the ex- 
chequer Iain Macleod, when he used 
this term in a speech to Parliament in 
1965. His famous speech read: “We now 
have the worst of both worlds—not just 
inflation on the one side or stagnation 
on the other, but both of them together. 
We have a sort of ‘stagflation’ situation. 
And history, in modern terms, is indeed 
being made.” Stagflation is a prolonged 
combination of stagnant income and 
rising prices, rather than a stagnation 
that has a temporary rise in inflation 
followed by a more widespread defla- 
tion. When there is a concurrence of a 
rising inflation rate and stagnant eco- 
nomic growth, it is generally referred to 
as stagflation. It differs from recession 
as the latter is generally referred to a 
situation where the actual growth de- 
clines instead of ‘stagnating’. Another 
issue where academicians and econo- 
mists disagree with each other is the 
requisite period of ‘stagnation’ neces- 
sary to create a situation of 
‘stagflation’. The optimistic nomencla- 
ture, which gives some confidence to the 
passengers on the tilting boat is ‘slow- 
down’. Indeed, the situation may not be 
one of a ‘prolonged’ period of stagnant 
income and psychology, and the percep- 
tion of the participants play an impor- 
tant role in the stabilization of the 
economy. 

As Prof. Rolf Krengel of West 
Berlin’s Institute for Economic Re- 
search emphasizes, “The psychology is 
extremely important. If people believe 
there will be a recession and start cut- 
ting their expenditures so as to increase 
their savings, they will help to bring 
about the very thing they fear.” 

Whether or not the US economy is 
suffering from ‘recession’, ‘stagnation’ or 
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a 'serious slowdown' is a debate that 
has both economic and political as- 
pects, and even if the US economy does 
suffer from one or more of these calami- 
ties, the term, breadth, depth and se- 
verity of the sickness are also hotly con- 
tested. 


Global ripple effect 

Various countries around the world 
have been engulfed in the ripple cre- 
ated by the economic situation in the 
US. The dilemma of the Fed Reserve in 
responding to the credit crisis, the 
housing bubble burst, a significant cur- 
rent account deficit and rising oil 
prices has led to remarkable effects on 
economies connected in various ways 
with the US. For example. an impor- 
tant aspect of a nation's monetary 
policy is to increase economic growth 
by lowering interest rates. This action 
undoubtedly reduces the cost for con- 
sumers to buy products on credit and 
businesses to borrow to produce more, 
but it results in a classic inflationary 
situation characterized by the quote 
"Too much money chasing too few 
goods". 

To reduce inflation, interest rates 
can be raised. Though this action in- 
creases the cost for consumers and 
businesses to borrow, it results in de- 
creased economic activity. Stagflation 
is the face of the dilemma that exists 
when the central bank is rendered pow- 
erless to £x either inflation or stagna- 
tion in growth. And its glebal effects 
are a given, considering the amount of 
trade and investment and currency re- 
serve holdings that take place on a 
daily basis between countries. As the 
IMF Chief remarked while addressing 
the Reserve Bank of India, “We are in a 
globalized world; whether we like it or 
not." Notably, global impact that has 
resulted, partly or significantly, from 
the economic situation in the US is at 
two stages and is varied for each coun- 
try. Note that for a lot of countries, the 
impact was at both stages. 

One group of nations experienced, 
what we shall refer to as, а ‘participa- 
tory impact’. Investors and traders from 
such nations participated in those very 


12 | September 2008 | 


activities which were a cause of the eco- 
nomic situation prevailing in the US. 
For example, the stimulus given to the 
housing bubble was cheap money of- 
fered to borrowers, including subprime, 
on easy conditions and the oft-criticized 
“lack of adequate due diligence and non- 
comprehensive” paperwork. The inter- 
esting point to note is that a significant 
portion of the money came from the rest 
of the world—an event that became a 
prominent cause (the other being trade 
imbalances which is but the “tail of the 
dog”) of the huge current account deficit 
which has been referred to as the ‘global 
saving glut’ by Fed Chief Ben Bernanke. 
Because the national Savings rate was 


find it increasingly difficult to export 
goods and services to the US given the, 


weakness of the dollar as well as thes 


general state of the US economy and our 
declining appetite for luxury goods. Ina 
world economy that had rested on the 
foundations of a ‘strong dollar’, which is 
the international reserve currency, the 
consequent financial market instability 
shall prove to be damaging to all econo- 
mies. Further, Europe suffers from an 
inflation of 3.3% and this is when the 
credit crunch and general pessimism 
have slowed growth. As a result, the Eu- 
ropean Central Bank faces the same di- 
lemma that the Fed has faced on an in- 


termittent basis. Economic data indi- ) 


Stagflation is the face of the dilemma that exists 
when the central bank is rendered powerless to 
fix either inflation or stagnation in growth. 


significantly low in comparison to the 
amount required to finance domestic in- 
vestment, hundreds of billions of dol- 
lars of savings made their way into the 
US markets to erase the deficit. For ex- 
ample, a huge amount of investment in 
subprime mortgage loans was made by 
Northern Rock UK. This 'global saving 
glut' was instrumental in fueling the 
housing bubble. Also, the presence of a 
large-scale global labor market enables 
huge numbers of people to now compete 
for millions of US jobs. Outsourcing is 
one prime example. Low-wage workers 
play a big part in attracting employers 
in the US to create new jobs in those 
developing countries. 

The other group of nations experi- 
enced, what we call, the ‘ripple effect’. 
The credit crisis, largely arisen due to 
the subprime mortgage financial crisis, 
has led to an unfavorable tightening of 
the credit market around the world. 
America has ‘exported’ its problems to 
other parts of the world, not just by in- 
ducing global investors to put their 
money in bad mortgages and by engag- 
ing in unsound and greed-induced finan- 
cial practices, but through the ‘weaken- 
ing dollar’. Europe, for instance, will 


cated that soaring oil prices severely hit 
growth in the month of June, but the Eu- 
ropean Central Bank went ahead with a 
planned quarter percentage point rise to 
4.25% in its main interest rate. This has 
created fears of a slowly but surely ap- 
proaching stagflation. 

In the UK context, interest rates are 
not likely to be decreased in the near 


future and the cost of living retail infla- , 
tion is likely to shoot up more than the у 


Bank of England could forecast. And 
this is at a time when economic growth 
is beginning to take a gradual 
downslide. For example, producer price 
input inflation (what manufacturers 
pay to source materials and fuel) is ris- 
ing at 27.9% a year, and manufacturing 
costs, fuel costs and crude oil prices 
have surged dramatically in a period of 
couple of months. This dangerous price 
inflation has increased the constraints 
on the Bank of England's ability to de- 
liver the interest rate cuts the sluggish 
economy badly needed after the events 
of the last year. It is a double-edged 
sword situation for the UK economy to 


influence the monetary policy: pump y 


money into the economy to get rid of 
sluggishness. 
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Аза is one pocket where the causes 
and underlying factors are slightly dif- 
ferent from Europe. The credit crunch 
has also affected Asian countries since 
capital outflows have been witnessed 
on a regular basis. The cut in interest 
rates by the Fed in response to the 
subprime mortgage crisis resulted in 
Asian currencies rising against the dol- 
lar and thereby giving Asian economies 
what they did not need, viz., demand 
stimulus. Inflationary trend would have 
been w:tnessed in Asia, in particular 
the developing countries, regardless of 
the oil prices. This was due to economic 
overheating—a situation that occurs 
when growth occurs at an unsustain- 
able rate, when the country's productive 
capacity is unable to match growing de- 
mand. This results in a ‘demand pull 
inflation’ (as distinguished from the 
cost push inflation described above) 
when suppliers try to capitalize on ex- 
cess demand. Therefore, interestingly, 
such artificial stimulus to consumption 
and investment has prevented a situa- 
tion of slowdown in booming Asian 
economies. And to add to inflationary 
woes, cost-push inflation due to a rise in 
world oil and commodities prices has 


Stagflation in the 1970s 


added to the overall inflationary pinch 
felt by Asia. For developing Asia as a 
whole, consumer price index inflation 
hit 7.5% in April 2008, close to a nine- 
and-a-half-year high and more than 
double the 3.6% pace of a year ago. In- 
deed, central banks in such economies 
will have to tighten their monetary 
policy in response to such inflationary 
pulls. This is likely to lead to a slow- 
down in economic growth in the coming 
months and the hitherto booming 
economies will go through a slow period 
till inflationary pressures, both de- 
mand-pull (internally induced) and 
cost-push (externally induced) are kept 
in check. 


Looking back at 1970s 
Stagflation 

The situation in the 1970s was a result 
of a number of factors. Pertinently, in- 
flationary pressures were starting to 
build in the late 1960s when the Con- 
sumer Price Index rose to 6% in early 
1970 from 2% in the mid-1960s. In- 
creased government expenditures for 
the Vietnam War and the OPEC con- 
straining the worldwide supply of oil re- 
sulted in scarcity of raw materials, 


The term 'stagflation—an economic condition of both continuing inflation and stagnant business 
activity, together with an increasing unemployment rate—described the new economic malaise. 
Inflation seemed to feed on itself. People began to expect continuous increases in the price of 
goods, so they bought more. This increased demand pushed up prices, leading to cemands for 
higher wages, which pushed prices higher still in a continuing upward spiral. Labor contracts 
increasingly came to include automatic cost-of-living clauses, and the government began to peg 

“some payments, such as those for Social Security, to the Consumer Price Index, the best-known 
gauge of inflation. While these practices helpec workers and retirees cope with inflation, they 
perpetuated inflation. 

_ |ndesoeration, President Jimmy Carter (1977-1981) tried to combat economic weakness and 
unemployment by increasing government spending, and ne established voluntary wage and price 
guidelines to control inflation. Both were largely unsuccessful. A perhaps more successful but less 
dramatic attack on inflation involved the ‘deregulation’ of numerous industries, including airlines, 

| trucking and railroads. These industries had been tightly regulated, with government controlling 

“routes and fares. Support for deregulation continued beyond the Carter administration. In the 
1980s, the government relaxed controls on bank interest rates and long-distance telephone service, 

andin the 1990s, it moved to ease regulation of local telephone service. 

— Вие most important element in the war against inflation was the Federal Reserve Board, 

-which clamped down hard on the money supply beginning in 1979. By refusing to supply all the 

money an inflation-ravaged economy wanted, the Fed caused interest rates to rise. As a result, 

consumer spending and business borrowing slowed abruptly. The economy soon fell into a deep 
recession. 
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which induced, what is referred to as, a 


cost-push inflation. Cost-push inflation 


occurs when some force or condition in- / 


creases the 'costs' of production because 
of fiscal policies, for example, tax cuts, 
or external factors like shortage of natu- 
ral resources, war or restraints on sup- 
ply. Specially for the US, since it aided 
Israel in the 1973 war, many Arab 
OPEC nations issued embargoes 
against the US as a retaliatory mea- 
sure. Further, the labor cost increase 
significantly added to the overall price 
rise. Inflation reached its peak in 1974 
when it shot to 18%. Unemployment 
reached a staggering 10%. Attempts 
like raising the federal funds rate to 9% 
and implementing the Tax Reduction 
Act were ineffective to reverse the pessi- 
mistic mood prevailing at that time. 
The Federal Reserve faced the usual di- 
lemma and the lack of confidence 
brought about a stagflation. The 
Reagan government took a different ap- 
proach for regaining the confidence of 
the people of the US. Restricting money 
supply in order to control inflation, it re- 
duced the government interferences in 
the economy. Inflation dropped remark- 
ably, and even though this brought 
along with it high unemployment, the 
productivity growth increased eventu- 
ally and the economy got back on track. 


Need of the hour 


One thing remains certain: as the en- 
gine driving the global train, a situa- 
tion which includes both inflated 
prices for key consumer staples, such 
as food and energy, coupled with a 
stagnant or declining economy—can- 
not be sustained and will have a sig- 
nificant negative ripple effect on our 
global partners. To keep this train run- 
ning on track and on schedule, the US 
economy needs to get a workable solu- 
tion to the subprime meltdown in 
place: get the uncertainty of the Fall 
elections behind us and take concrete 
actions to reduce the costs of food and 
energy. With these solutions in hand, 
the global forecast by mid-2009 could 
look a lot brighter.s 
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The Challenges of Job Creation in India 
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The key challenge before the Indian economy is how to translate 
productivity growth into increases in employment and real wages. To 
achieve this, the central and state governments must make job creation a 


fundamental part of their economic agenda. 


Chief General Manager RBI Bankers Training College, Mumbai 


— Deepali Pant Joshi 





he Indian economy is influenced 

by the complex interplay of three 

significant factors, namely, glo- 
balization, technical change and compe- 
tition. While there are several benefits 
emanating from these, they also present 
challenges in labor markets which can- 
not be swept under the carpet but need to 
be acknowledged and addressed. The 
key challenge is how to translate produc- 
tivity growth into increases in employ- 
ment and real wages. Real GDP growth 
accelerated to 9.4% in 2006-07 from 
9.0% in 2005-06, boosted by double digit 
growth in the Services and Industries 
sectors. Real GDP growth thus averaged 
7.6% during the 10" plan period (2002- 
03 to 2006-07), higher than in any plan 
so far and much higher than the 5.6% 


| Chartered Financial Analyst | 


economic growth of the lost development 
decade of the 1980s and 1990s. In the 
1980s and 1990s, the acceleration in 
GDP growth to 5.4% per annum between 
1983 and 1993-1994, and 6.596 between 
1993-94 and 1999-2000 did not yield an 
employment dividend or lead to com- 
mensurable pick up in employment 
rates. The annual growth in employ- 
ment decelerated from 2.06% to 1.60% 
in the corresponding periods. Though we 
have achieved high output and high pro- 
ductivity growth rates, corresponding 
rates of employment are lower. With at 
least 48 million Indians conservatively 
estimated to be unemployed and some 
50.5 million new workers in the labor 
force, we face the formidable challenge 
of creating large numbers of productive 


and better paying jobs to absorb the un- 
employed and underutilized labor force. 
While economic growth is critical forgen- 
erating jobs and improving the stan- 
dards of living, the synapses of economic 
growth, job creation and earnings are 
complex. Employment is an area which 
shows up where our growth process is 
failing on inclusiveness. The number of 
workers is growing particularly in non- 
agricultural employment. Employment 
growth accelerated to 2.6% during 1999- 
2005, outpacing population growth. but 
the average daily status unemployment 
rate increased from 6.1% in 1993-94 to 
7.3% in 1999-2000 and 8.3% in 2004-05. 
Agricultural employment has increased 
at less than 196 per annum and lower 
than the population growth and much 
slower than the growth in non-agricul- 
tural employment. This is the expected 
trend in long-term development, but a 
matter of concern is that this has been 
associated with a sharp increase in un- 
employment from 9.5% in 1993-94 to 
15.396 in 2004-05 among agricultural la- 
bor households, which represent the 
poorest groups (as per the Eleventh Plan 
Approach Paper). Firstly, the low growth 
and stagnancy of incomes of those at the 
bottom of the pyramid is not encourag- 
ing. Secondly, inequality has increased 
between rural and urban areas. Thirdly, 
gender inequality in employment growth 
has also sharpened. As per the NSSO 
data, there is greater unemployment 
among women both in the rural and ur- 
ban areas. In urban areas, the unemploy- 
ment rate of males fell to 4.4% by 2004- 
05 from 4.8% in 1999-2000; in rural ar- 
eas, it remained unchanged at 2.1%. For 
females, the unemployment rates rose 
from 1.596 (1999-2000) to 3.1% (2004- 
05) in rural areas and from 7.1% to 9.196 
in urban areas during the corresponding 
periods. 
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The employment in the informal ѕес- 
tor—where production is typically car- 
ried out with minimal capital, produc- 
tion methods are traditional, and pro- 
ductivity levels and earnings are corre- 
spondingly low—is either on the rise or 
remains persistent. 

Agricultural employment, which is 
overwhelmingly informal, has been 
slow to decline. As a share of total em- 
ployment, 90% of total agricultural em- 
ployment in India continues to be in the 
informal sector. Despite GDP growth 
per capita of close to 5% in the years 
between 1993-1999, the share of the in- 
formal sector in total non-agricultural 
employment increased from 80.5% to 
83.2%. This goes to show that economic 
growth and growth in the expansion of 
employment in the formal sector are out 
of kilter, economic growth has not led to 
expansicn of employment in the formal 
sector. In India, the rural sector remains 
the key to improving labor market out- 
comes. Most of the workers are em- 
ployed in the rural sector which is char- 
acterized by seasonal employment, a 
high degree of underemployment and 
low productivity. It has been the 
‘Cinderella’ of the reform proeess, while 
the foreign exchange and debt markets 
have received significant policy atten- 
tion; in comparison the agricultural] sec- 
tor has suffered neglect. This cannot be 
allowed to continue. 

There are a number of factors at 
play: the increasing inequality between 


Trends in GDP and Employment 
Growth in India 





1999-2000 
to 2004-2005 


1993-94 


1393-94 to 1999-2000 





@ GDP Growth 
В Rate cf Growth of Employment 
Source: ВӘ! Annua: Report 2006-07 





16 | September 2008 | 


rural and urban areas can be attributed 
in part to the neglect of productivity en- 
hancing public investments in rural ar- 
eas, where a majority of workers are 
based. Increased public investments in 
rural infrastructure and provision of ag- 
riculture extension services are vital for 
raising productivity in agriculture. Sig- 
nificantly, increased productivity on the 
farm brings benefits to the non-farm ru- 
ral economy. Firstly, rural roads and ru- 
ral electrification will directly facilitate 
the expansion of the non-farm sector. 
Secondly, this will lead to an increase in 
the credit absorption capabilities. 
Thirdly, increased incomes from im- 


| 


proved farm productivity will raise de- 
mand for the output of the non-farm sec- 
tor. 

Jobs in the formal sector are also 
needed. Limited investment in the face 
of a rapidly expanding labor force has led 
to a slow growth in formal sector jobs. 
The net annual addition to employment 
by 9.6 million during the period 1999- 
2000 to 2004-05 was higher than that of 
5.5 million during the preceding six-year 
period, but the increase in the number of 
employable implies that more jobs are 
needed. A diversification of production 
activities in new areas, restructuring of 
existing activities and increased coordi- 
nation between public and private enti- 
ties is needed to make this happen. 

The formal sector has to expand not 
only in terms of its contribution to aggre- 
gate value-added but the expansion has 
to be labor-intensive. One example of an 
industry which has great potential to ex- 
pand is the food processing industry, 
which is labor-intensive and has strong 
linkages with the agriculture sector. We 
process 246 of fruits and vegetables com- 
pared to Thailand's 3096 and Malaysia's 
80%, as we lack cold chains, cultivate 
only traditional varieties of fruits and 
vegetables unsuitable for processing, 
and have weak infrastructure. Storage, 


formal sector jobs. 


transportation, processing, packaging 
and quality controls—all these are ar-~ 
eas to be urgently addressed. A major ^ 
expansion and revamping of state agri- 
cultural extension systems involving 
state agricultural universities and 
Krishi Vigyan Kendras need to be done 
using the Public Private Partnership 
(PPP) model wherever possible. Encour- 
aging the development of modern mar- 
kets through Agricultural Produce Mar- 
keting Act amendments and notifying 
the rules thereunder to implement re- 
forms in agriculture marketing and re- 
strictions of marketing beyond state 
boundaries is important. Agricultural 


Limited investment in the face of a rapidly 
expanding labor force has led to a slow growth in 


development strategies have to be re- 
oriented to rejuvenate agriculture to 
meet employment growth. 

The Center and States urgently 
need to take a number of steps to 
achieve the 4% growth target for agri- 
culture envisaged in the 11^ Plan 
policy document and to ensure utiliza- 
tion of the Rs 25,000 cr commitment of 
the Central Government for public in- 
vestment in the agriculture sector in 
the next four years. Policies for gener- 
ating productive employment will re- - 
quire a big push in the rural sector, 
while also promoting jobs in the formal 
sector. The policies will alleviate some 
of the downsides, which globalization, 
with the adoption of capital-intensive 
technologies, brings in its wake. In the 
ultimate analysis, unless govern- 
ments, both at the Center and the 
States, make job creation a fundamen- 
tal part of their economic agenda, 
backed by time-bound, feasible and 
credible policies, India in 2020 will 
continue to grow, but may continue to 
harbor more poor people. If we want in- 
clusive growth and growth with equity, 
we have to take a call on employment 
generation now.s 
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Big sporting events like Beijing Olympics are no longer just about winning medals, national pride and 
sportsmanship; it is increasingly about leveraging on the commercial aspects of the games that are fast catching up 
with corporates and hosts alike. Beijing Olympics, probably the costliest in the games' history, has seen China invest 
a staggering $43 bn in building infrastructure and other facilities for the mega show. While sportspersons vie for the ү 


glory of gold, silver and bronze, a greater focus would be on how the host city fares. 
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s the needles of clock touched 
8:08 p.m. on 08/08/08, Beijing, 

nd thus China, ushered in a 
new era. А group of 15,000 performers 
and 16,000 athletes, representing 200 
countries, participated in a glittering 
opening ceremony of Beijing Olympics, 
the biggest sporting event in the 
country's 5000-year old history. The 
four-hour-long extravaganza, held at 
the giant Bird's Nest Stadium, under a 
sky lit bright with 29,000 fireworks, 
was watched by more than 90,000 spec- 
tators, while more than four billion 
people around the world stayed glued to 
their TV sets to watch in awe China 
reach another milestone, after it 
hitched on to the globalization band- 
wagon some 30 years ago. For the inau- 
gural ceremony alone, China spent a 
cool $300 mn. However, by the time 
when the curtains finally come down on 
the 17-day mega event, China will al- 
ready have spent a hefty $43 bn, much 
higher than the previous two Olympics 
put together. Many look at it as China's 
attempt to showcase to the world its re- 
markable ascendance and rise as the 
new global power. As the Financial 
Times commented, Olympics have tra- 
ditionally been a low-key political 
event; however, China pulled off a diplo- 
matic triumph as the Who's Who of the 
world, including the top 50 leaders— 
from the US President George Bush to 
the French President Nicolas Sarkozy as 
well as the Prime Ministers of Japan 
and Russia—attended the opening cer- 
emony. "They (top brass of China's ruling 
party) want those leaders to confirm the 
fact that China has returned to great 
power, prominence in the world," David 
Zweig, a political analyst at Hong Kong 
University of Science and Technology, 
was quoted as saying by CNN. However, 
another section of experts believe that 
big-bang sporting events like Olympics 
have now turned into money-spinners for 
the host economy. Put differently, it is no 
longer just about sports; rather it is 
about the economics of sports. 





It's all about money 


Now, China is busy making a state- 
ment to the world by hosting the costli- 


Economics of Sports 


est Olympics ever with an allotted bud- 
get of $43 bn. Beijing Olympic Games 
are expected to attract four billion audi- 
ences, which makes the Olympic venue 
the favorite spot for corporates to adver- 
tise their products to the mammoth au- 
dience. Companies like McDonalds, 
GE, Kodak and Coca-Cola have paid an 
estimated $74 mn to International 
Olympic Committee (IOC) for sponsor- 
ships, which is four times more than the 
1980s Olympic sponsorship amount. 
Experts say that gaining market їп 
China makes sense, as two-thirds of the 
Chinese preferred Olympic-sponsored 
products to non-sponsors’, a research 
indicated. 

The Olympic budget has inflated 
the economic activity of China over- 
night, particularly in the infrastructure 
sector. China's effort to put its best faee 
forward has resulted in an investment 
outlay of a hefty $35 bn for construction 
of new roads and subways. Over $1.8 bn 
worth of investment went into the con- 
struction and renovation of venues 
alone. China constructed new terminais 
at Beijing airport and added 90 new 
stations to its subway with a twofold 
increase in its length. In all, its con- 
structions absorbed 3 million tons of 
steel, out of which 110,000 tons, wortn 
$486 mn, was used in the construction 
of ‘Bird’s Nest’ alone. To keep its prom- 
ise of having blue skies for Olympics, :t 
has invested millions of dollars in im- 
proving its environment—which 1s 
surely a blessing in disguise, given the 
fact that Beijing is notorious for fog 
caused by pollutants. 

Not only China's government but 
also its people, in their quest to put the 
nation's pride on top, had enrolled as 
volunteers in record numbers. From 2 
million applicants, 1.5 million volun- 
teers were signed for different assign- 
ments with their “I Am a Star" theme 
song. While 400,000 acted as 'city vol- 
unteers' in Beijing to help foreign tour- 
ists, around 100,000 volunteered as 
‘games-time’, 400 members trained to 
act as cheerleaders, and the same num- 
ber rehearsed for medal presenter's 
role. China allotted $6.5 bn for Beijing 
security alone, which used biometric 
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“Itis possible that the Olympics can spur long-term economic development.” 


What are the economics of hosting Olympics? 

Gil Fried: The economics of hosting the 
Olympics are going to be а lot more difficult 
during the Olympic Games this year. The 
global economic slowdown, combined with 
security and Visa concerns, might limit the 
number of spectators; but China will be able 
to fill the stands with their own citizens if 
internazional turnouts do not meet the ex- 
pectations. The problem with local fans is 
that they do not spend as much as interna- 
tional fans do. Thus, for these Olympic 





Gil Fried 


infrastructure costs. With multiple bidders, 
the IOC is typically able to extract every- 
thing that a host city is willing to pay. This 
sometimes also comes in the form of bribes 
to IOC members. Therefore, even if the host 
city correctly estimates the benefits of the 
games, they get no net benefit because they 
pay that value to the IOC. Also, the winning 

city often overestimates the benefits of 
ч games, therefore the hosting the Olympics 
E might be a disadvantage to the city. The 
IOC's status as a monopoly, moreover, al. 


Games to make the most of it, they need to be Professor and Chair lows them to extract a great deal from me: 
able to attract as many foreigners as pos- Sport/Hospitality and Tourism dia rights. 

sible and give these tourists ample opportu- Management Department Economists have also tried to estimate 
nities to spend money. College of Business the value of hosting the Olympics. Typically 
Raymond D Sauer: Hosting the Olympics University of New Haven there is not a large direct financial impac 


is an enormously expensive proposition. The 
investment of billions of dollars in infra- 
structure for an event that will be over in two weeks chal- 
lenges one’s sense of proportion. The world is dotted with 
‘white elephants’: gigantic stadia that are almost never fully 
utilized after the Olympics are over, from Moscow to 
Montreal to Sydney. This is a lot of money to spend for two 
weeks in the spotlight. 

Winfree: One economic aspect is the rent-seeking by the IOC. 
The IOC is an example of a monopolist selling a product to 
many buyers, which allows them to collect economic rent. Al- 
though the IOC does incur some costs to produce the Olympic 
Games, the money paid by the host city is far greater than the 
costs. The highest bidder will also pay for new venues and 


West Haven, Connecticut 





on the host city. While the Olympics do bring 
in many visitors, it is for a relatively shor 
time, and many tourists or business people might stay awa} 
from the city during the Olympic Games. Furthermore, na 
tives that travel within the country may spend money at thi 
Olympics instead of a city nearby. So, on net, the increase i 
revenues is not large. 

It is possible that the Olympics can spur long-term eco 
nomic development. Often host cities spend billions of dollar 
on infrastructure in the hope that it will have long-term ben 
efits. However, if improving infrastructure is good for develop 
ment, one might ask why a city needs the Olympics to do that 
Previous evidence suggests that typically there is no long 
term economic benefit. The Olympics could also help a city’ 


keys (iris scanning and fingerprinting) 
as security measures. With $300 mn for 
securing the stadiums, along with 1 
million video cameras and anti-terror- 
ism squad of 100,000 members, Beijing 
was the most protected venue hosting 
Olympics. 

While the budget allocation by host 
nation for Olympic Games has been in- 
creasing, the commercialization pros- 
pects have also increased. In 1988, ТОС 
decided to have its own television rights 
committee, which negotiates directly 
with media and based on the terms and 
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services offered awards the relay rights. 
Undertaken to eliminate agency com- 
missions, this decision has paid off 
well—IOC made $10 bn in two decades 
through broadcasting agreements. In 
1988 Seoul Games, IOC generated 
$300 mn for Olympic Games relay 
rights and $309 mn for Calgary Winter 
Games. Not only did this boost rev- 
enues but also affirmed this new busi- 
ness model, as in 1992, through its new 
auction system, IOC received a whop- 
ping $401 mn from NBC for telecast 
rights for Summer Games in Barcelona. 


NBC alone paid $2.3 bn for broac 
casting summer and winter 2004 Olyn 
pics ($793 mn) along with 2006 winte 
Olympics ($613 mn) and summer 200 
Olympic Games ($894 mn). It als 
made history in sports television broac 
casting by bidding and winning th 
rights for televising summer and winte 
2010 Olympic Games by paying a who] 
ping $2.2 bn. Moreover, IOC swappe 
the bidding by agreeing for revenu 
sharing with NBC, once the sale pr 
ceeds from advertising exceeded $2 
bn. Dick Ebersol, the then President 
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or country's image, which could possibly help development. 
However, it's also possible that a city's image is hurt by nega- 
tive publicity if the Olympics do not go well. 

Local citizens may value having the Olympics nearby. 
There may be some consumer surplus enjoyed by people in the 
host city. On the other hand, the local people could also be 
bothered by the increase in activity. Economists have not 


been able to accurately measure these ef- 


fects of the Olympics. 


How do you view China—home to 14.79 million 
population of world's extremely poor—allocating 
$42 bn budget for Olympics 2008? Is it justifiable? 
Gil Fried: The middle class in China is esti- 
mated to be about 300 million, about the 
population of the entire US. While there are 
many poor people in China, they also have 
the largest middle-class population in the 
world. They have consumers who are willing 
and eager to spend money. Is $42 bn a good 
investment? I would say no. The cost of host- 
ing the Olympics has become too much of a 
burden for the host country and I do not feel 
the expenditure for England in 2012 is justi- 
fiable as well. We have so many problems in 
the world that we do not need to spend so much money for a 
couple of weeks' spotlight on the greatest international stage. 
As for China, the $42 bn will be a great infrastructure 
investment as long as they maintain the roads and systems 
they are building. I was recently in China and the infrastruc- 
ture, such as roads, was in pretty bad shape outside Beijing. 
It is one thing to invest money in infrastructure, but you have 
to set aside money for maintenance. I also feel that hosting 
the Olympics is a major marketing push for the host country, 
and China has to be careful how they are promoted in the 
media. Former host countries have used the Olympics to 
showcase what they have to offer—the benefits of tourism or 
doing business with the country. China is such a strong eco- 
nomic power that they probably do not need significant mar- 


NBC Sports, said, ^We've carved out a 
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keting help. However, building some wonderful facilities for 
the Olympics has helped showcase some of China's larger 
construction companies and this could lead to projects in 
other countries. 

Raymond D Sauer: China may be successful in changing its 
image with this investment. To an extent, investment in 
roads, airports, etc. is not overkill and would be required soon 
anyway; however, $42 bn overstates the 
case. China has a very large economy that 
continues to modernize. If the investment in 
hosting the Olympic Games stimulates this 
process across China, then one could view 
the result as justifiable, since this would 
stimulate a very large economy. 

Winfree: In my opinion, China should not 
be spending $42 bn for the 2008 Olympics. 
While $42 bn is only a little over 196 of their 
gross domestic product, there are probably 
better uses for that money. It seems very 
unlikely that China will recoup this money 
from the Olympics in the short run, and 
there is little evidence that the Olympics 
help cities in the long run. A better use 
might be to use this money for other pro- 
grams to help Chinese citizens who have 
various needs. In my opinion, the best use of this money would 
have been to keep this money in the private sector to help the 
Chinese economy. It is possible that China can use these 
Olympic Games to improve their image; however, it seems 
that most of the publicity up to this point has been negative. 


History shows that host cities of Olympics, except for one, have suffered 

post-Olympic economic slowdown in past five decades. What de you 

think will be the case this time? 

Gil Fried: There will definitely be a slowdown in terms of 
facility usage. The Olympic village will become housing, but 

the major facilities will see a decrease in use. China needs to 

learn how to effectively manage the existing sport facilities 

and leverage that knowledge to attract major events that 


love affair with the IOC. In August, we 
got engaged. Now it seemed reasonable 
to get married and open up a joint 
checking account." IOC has already 
added $615 mn to its kitty through this 
agreement. Neal Pilson, the former 
President of CBS Sports, said, *NBC 
smartly removed the Olympics from the 
competitive bidding that has forced 
steep increases in sports rights fees. 
The effect on the bottom line is not the 
question. It's the promotional value, the 
coupling of the NBC and GE names 
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with an event that has known nothing 
but success for the past decade." Be- 
cause of this not so common mutual 
agreement, between the IOC and NBC, 
NBC has successfully telecast six sum- 
mer Olympic Games along with five 
winter Olympics. 

The sharing of revenue is done by 
paying the United States Olympic 
Committee 10% of the total agreed 
amount, and the remaining 90% is paid 
to ТОС in three payments: 30% is paid 
four years prior to the beginning of 
Olympic flame, 3596 when one month is 


due for Olympics, and the remaining, 
one month after the Olympic flame is 
put out. IOC shares its revenue with the 
host country's organizing committee, in- 
ternational athletic federation and na- 
tional Olympic committees of member 
countries. Prior to 2004, IOC used tow 
give 60% of its fees to organizing com- 
mittees, but since 2004 it has reduced it 
to 49%. 


Calling corporates 
Paul Golden, Vice-President, Strategic 
Marketing at Samsung’s American Op. 
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people will spend money to attend. The Chinese population is 
not accustomed to spending money to go to games (unlike in 
the US or Europe), so there needs to be significant consumer 
educatior to encourage people to attend events and spend 
money. 

Raymond D Sauer: Not much different. The construction 
boom wil! subside once the facilities are built. 
Winfree: I do not see any reason why Beijing 
would be any different than the other cities 
that have hosted the Olympics in the past. 
Cities typically hope that the Olympics will 
have a long-term positive effect on their 
economy because of the prestige or improved 
infrastructure. Nevertheless, publicity does 
not usually translate into economic wealth, 
and many times the changes in infrastruc- 
ture are an overinvestment. There is no rea- 
son to think that needed improvements m 
infrastructure should be related to the Olym- 





munist era, will win more medals at the Olympics this year 
than they ever have before. Where there is opportunity and 
will, there is a way to succeed. : 

Winfree: I think the business lesson that economists can 
draw from mega-sporting events is that publicity or name 
recognition does not always increase profits. Related to this 
is that it is very important to recognize all of the direct and 


indirect effects of an event. Even if people or | 


customers are spending a great deal of 
money at an event, that does not tell the 
whole story. Analysts must also think 
about how it affects the future spending of 
the same people and how it affects people 
who stay away from the event. 


Do you think the Olympic Games carry the same 
significance of the yester-decades for audience, in 
the light of multiple global sports entertainment 
avenues? 


pics. Dr. Winfree Gil Fried: There is an oversaturation of 

Assistant Professor in Sport events in the market, and with so many 
What business lessons can be drawn from global Management, University of Michigan competing entertainment options, it is hard 
sports events, such as Olympics, Grand Slam Tennis Michigan to distinguish one event from another, and 


Tournaments, and World Cup events in Football, 
Cricket and Hockey? 
Gil Fried: The global lessons that can be drawn are that 
broadcasting is still the king of sports and that broadcast 
rights need to be cultivated to grow fan interest and ratings. 
Players can draw many people, licensed goods are great, but 
the king of the hill is still broadcasting, and broadcasters 
need to leverage all electronic rights to maximize the return 
on their investment. The economic slowdown will reduce 
sponsorship spending and possible advertising dollars, so 
major sport events need to explore new revenue streams. 
Raymond D Sauer: Anyone from anywhere can compete ata 
high level. This has been demonstrated over and over again. 
"Take golfs ‘major’ tournaments—a South African wins the 
Masters, 2n Irishman the Open Championship, and the son of 
African American father and Thai mother won the US 
E. The Chinese, emerging confidently from the post-com- 





consumers need to choose carefully. Maybe 
we have killed the golden goose by expanding the sports in- 
dustry so much that it has weakened the demand and con- 
sumer interest. However, if there are some great compelling 
interests, such as the Jamaican bobsled team or Eddy the 
Eagle (ski jumper from Calgary), the Olympics can regain 
some of its old magic. 

Raymond D Sauer: No, it is less significant. Combine the 
multiplication of sports with other forms of entertainment 
and it is surely the case that the spotlight is less concentrated 
on the Olympic Games than before. 

Winfree: It is difficult to say if the Olympics have dwindled in 
significance. Television ratings in the US have decreased 
slightly; however, more of the events are now available on 
television. While there are more entertainment options, coun- 
tries are clearly still trying to use the Olympics to improve 
their image. 


sponsor Kodak who are not going to con- 


serations, said, “One of the nice things 
about the Olympics is that it is one of 
the few things that the entire globe pays 
attention to at the same time.” With 


che fastest growing economy as market, 


corporate giants like GE, McDonald's 
and Adidas are getting ready to win 
‘heir share of gold. But a recent survey 
yy London’s Fournaise Marketing 
3roup showed a different story. In its 
survey of 1,500 Chinese city dwellers, 

5% were able to name only two out of 
welve global sponsors and 4096 named 
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only one sponsor of the Olympic Games. 
Adding to the consumer's confusion are 
2] national level sponsors, which in- 
cludes Volkswagen and Adidas. 
Jerome Fontaine, CEO of Fournaise, 
said, “If you are a traditional marketer, 
it’s a big waste of money.” This comes as 
a big blow to sponsors who have paid 
$866 mn or $72 mn on an average to 
sponsor the games. 

The survey backs the decision of 
Lenovo, Manulife Financial, Johnson & 
Johnson and the long-time Olympic 


tinue their sponsorship after 2008 
Beijing Olympic games. On the other 
hand, others like Coke and GE are doing 
exactly the opposite by signing in to 
sponsor Olympic Games till 2020. GE 
has already added $700 mn to its rev- 
enue through Olympic-related projects 
and it is also partnering for 2012 Olym- 
pics in London. To prevent ambush 
marketing and protect the rights of 
sponsors in Olympic venues, non-spon- 
sors’ advertisements have been re- 
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stricted. Beijing went ahead and 
banned outdoor advertisements by non- 
sponsors on billboards, buses and city’s 
airport and also on the accessories of 
athletes of China by non-sponsors dur- 
ing the Olympic Games. HDTV will pro- 
duce and broadcast the two-week Olym- 
pic Games for four billion viewers, cov- 
ering hundreds of thousands of hours. In 
US alone, for instance, NBC will relay 
the game, which is expected to reach 
3,600 hours, thrice Athens’ 1,210 hours 
relay. 

Major corporations like Panasonic 
and Samsung along with 10 other spon- 
sors, which shelled out $100 mn each 
and poured a few more millions in ad- 
vertisement, marketing and public re- 
lations, are ready to capture whatever 
exposure they can get through this mega 
event. Olympic sponsorship makes 35% 
of Olympic marketing revenue and the 
sponsor companies are awarded vari- 
ous marketing rights in different places 
based on their sponsorship amount. 
They are given exclusive category and 
are allowed to use marks and images of 
Olympics. The Olympic quadrennium 
(2001-2004) generated $4,000 mn 
worth of revenues. 


Economic benefits for the host 
While corporates have for long fancied 
association with sports for reasons 
known, the notion of ‘economics of 
sports’ is finally beginning to dawn on 
cities as well. For instanee, Olympic 
Games are viewed by China as ‘global 
coming-out party’, which showcases the 
strong economic, infrastructure devel- 
opment and social achievements, facili- 
tating the removal of a few misconcep- 
tions held by some in the world. Experts 
say that if Olympics are successful, 
еп it will boost the confidence of 1.3 
WMbillion Chinese and prepare them for 
"weconomic openness along with in- 
creased participation in the world 
кг аае. A recent study by Ogilvy Group 
showed that 75% of Chinese feel proud 
about hosting Olympics, while 85% per- 
ре that it will increase the value of 
inese brands, such as China Mobile 
-and Lenovo, in international market. 
These games also have a significant 
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boost-up effect on the host nation/city's 
economy. According to the Beijing 
Olympic Economy Research Associa- 
tion (BOERA), the Olympic Games 
would generate about $2 bn of direct 
revenue through sponsorship. licensing, 
advertisements, ticket sales and broad- 
casting rights for the city of Beijing. 
However, the city has already started 
reaping some benefits. As per the esti- 
mates by the Beijing Statistics Bureau 
(BSB), the city’s GDP grew 0.8% more to 
11.8% during 2005-2008 as compared 
to 2001-2005, as it began sprucing up 
its infrastructure for what is also 
known as the biggest sporting event on 
the earth. In 2007 alone, the Olympic 
factor helped the city’s economy grow 
1.14% more to 12.3% to touch $132 bn, 
according to BSB. The bureau now fore- 
casts that the Olympic factor, which re- 
fers to the impetus generated by invest- 
ment into infrastructure and sports fa- 
cilities, would add 0.8596 to Beijing's 
GDP growth this year, a report in 
Xinhuanet said. Citing city authorities, 
it added that Beijing spent less than 13 
bn yuan on the construction of 31 com- 
petition venues, 45 training venues and 
other Games' facilities. Quoting a study 
by Lin Xianpeng, a Beijing Sports Uni- 
versity professor, it further said that 
nationally, the Olympic Games are esti- 
mated to generate an overall economic 
benefit worth some 600 bn yuan. 
Notwithstanding these impressive 
figures, experts caution that reaping 


Olympic Marketing Revenues 
2001-2004 


Corporate Sponsorship, 34% Broadcasting, 53% 


Ticketing, 11% 


Licensing, 2% 


Source: www.olympic.org 





long-term economic advantage through 
hosting Olympic Games depends on : 
how well the investments are divided 
between infrastructure development 
and other cosmetic expenses incurred, 
and their usage in the following years. 
Another element is the positive public- 
ity after games which leave the ‘Olym- 
pic Legacy.’ The proponents of the Val- 
ley Theory’ reckon that the host city/na- 
tion slumps into a kind of debt trap as a 
result of decline in tourism, business 
and infrastructure development. A re- 
port in the economicobserveronline.com, 
citing past research, said that the 
Montreal Olympic Games in 1976 
made the city indebted for 30 years, 
while the debts incurred during the Ath- 
ens Games in 2004, if spread out among 
all its citizens, would make each in- 
debted for at least 10 years. However, 
so far Beijing has witnessed a strong 
growth momentum as its per capita 
GDP has increased to $7,400 at present 
from $3,000 in 2001, when it bid for 
hosting rights, it said. 


Myths vs. reality 


There is a wide assumption about the 
huge economic impact and the encour- 
aging effect on the host city and places 
around it after the Olympic Games. The 
direct effects of investments and tour- 
ism are accountable in the short-term, 
while the long-term impact on the host 
city corporations and its inward invest- 
ments are hazy. Most cities in the past 
paid less attention to the economic im- 
pact post-Olympics, but it’s only after 
the Montreal Games 1976, which left it 
in huge deficit, and the Los Angeles 
1984 Games that paved way for new 
commercial funding method through 
public private partnership, that eco- 
nomic/commercial aspect has gained in- 
creased attention. However, 1998 Seoul 
and 1996 Atlanta Olympics did only a 
post ad hoc economic analysis. 

It’s only in 2000 Sydney Olympics 
that economic analysis was done. Tour- 
ism was given due diligence in the 
study. The visitor’s statistics which 
shows a net decrease of 1% and 5% of 
hotel occupancy is attributed to in- 
crease in hotel tariffs which cause visi- 
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tors to take shelter with family and 
| E leading to a decrease in tourist 

ctivities in and around the host cities. 
This effect is also known as the negative 
effect of Olympic Games or ‘Olympic 
drain.’ 

Nonetheless, as the past studies 
show, the 1972 Munich and 1976 
Montreal Summer Olympics were both 
financially disappointing for the host 
cities, recording a loss of £178 mn and 
one billion Canadian dollars respec- 
tively. The same sorry story played at 
the 1980 Moscow Olympics too, which 
made cities averse to bidding for the 
1984 Olympics. Los Angeles, which was 

(е lone bidder and awarded the 1984 

ames, surprisingly made a profit of 
$225 mn. The Los Angeles Olympic or- 
ganizing committee, Southern Califor- 
nia Committee for Olympic Games 
(SCCOG), changed the funding and in- 
frastructure development process dur- 
ing the Olympics. 

Keeping Montreal experience in 
mind, SCCOG, instead of using public 
funds for Olympics, made organizers 
raise funds from private parties. Televi- 
sion broadcasting rights for the games 
were sold for $225 mn and Coca-Cola 
paid $12.6 mn as sponsorship fees. And 
as an alternative to blocking capital in 
the construction of vast venues, SCCOG 
used a marginal proportion of the capital 

Y refurbishing the existing stadiums— 

‘Rose Bowl Stadium, the Forum and the 
tennis courts of the University of Califor- 
nia and the Los Angeles Coliseum. 

The 1988 Seoul Olympic Organizing 
Committee (SLOOC) followed the foot- 
prints of its predecessor and con- 
structed 13 sites out of 112 sites used 


for the games. While half ofthe Olympic 
budget of $3.5 bn was paid by the gov- 
ernment, the revenues from the sale of 
broadcasting rights added 26% to the 
total revenues, with donations adding 
to the remaining quarter. SLOOC re- 
corded a $460 mn profit. 

The 1992 Barcelona Olympics 
showcased to world how a host city can 
revive and develop its image globally. A 
whopping $8 bn was invested in infra- 
structure and housing development to 
resurrect the city economy and attract 
international tourists. However, the 
1996 Atlanta Olympics followed a dif- 
ferent method— Public Private Part- 
nership (PPP). The Atlanta Committee 
for Olympic Games (ACOG) invested 
$517 mn for new stadium construction, 
$127 mn for athletes' village construc- 
tion, and $50 mn for infrastructure de- 
velopment. The 2000 Sydney Olympics 
too followed the PPP model. The govern- 
ment funded $2.3 bn, two-thirds of the 
Sydney Olympics capital expenditure, 
while the rest of the funds were raised 
through corporate sponsorships. 
Around 100 corporates sponsored the 
event, which included Coca-Cola, 
Telstra, BHP and Westfield. However, 
the 2004 Athens Olympics followed the 
Barcelona model for renovating the en- 
tire city. To achieve this, the Greek gov- 
ernment invested $4.6 bn in infrastruc- 
ture development, and the television 
broadcasting rights were sold for $1.5 
bn, which was 10 times more than that 
of the 1984 Olympics. 


It's priceless 
Being the biggest sporting event a city 
can host, with events and activities 


Los Angeles Seoul Barcelona Atlanta Sydney 
1984 1988 
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acting like an accelerator for host city 
redevelopment in particular and the 
nation in general, which would take a 
decade or two in ordinary circum- 
stances, will be accomplished within a 
span of seven years (after Olympic bid- 
ding was awarded and actual sports 
event started). The direct effect will be 
inward investments and moderniza- 
tion of the host city, adding to the 
region's development. The obvious im- 
pact, which is generally overlooked or 
underpublicized, is the impact on envi- 
ronment. As large amounts of raw ma- 
terials are used, with consumption of 
water and energy increasing multifold, 
and stress on transportation and sani- 
tation maintenance increasing, will 
Olympics be a boon or bane to Beijing's 
economy and its smoggy skies? Will 
hosting Olympics bear the fruit which 
was expected while bidding for it? АП 
this questions can be answered based 
on how the event unfolds and how 
people will embrace it. Further, while 
experts debate the impact of the Olym- 
pics on the Chinese economy, given 
that many host nations in the past suf- 
fered a period of slow economic growth 
(according to John Irons of Argmax, the 
host country economies tend to grow 
faster than normal before and during 
the Olympics), there are many who say 
that given the vast size of China's 
economy (Beijing accounts for even less 
than a percent), it will hardly feel any 
pinch. *Beijing Olympics have been 
nothing more than a few dots on the 
map of the largest construction site in 
the world—the country of China itself. 
The Chinese government invests over 
$1.5 tn annually in the domestic 
economy, so the Olympic bill represents 
only about 4% of budget annually," said 
a report in economywatch.com. Keeping 
aside the monetary impacts for a 
while, which anyway will take years to 
assess fully, for now, there are enough 
reasons to cheer for Beijingites as their 
city had the honor of hosting the big- 
gest sporting event on the earth, which 
is priceless.a 


- Amit Singh Sisodiya and Sudesh Gonela 
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An Answer to Food Crisis? 
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The renewed interest in farmland is raising hopes of providing a solution to 
the global food crisis at a time when the global population is increasing and 
food production is stagnating. 





e age of agriculture is back in 
trend, as the global food crisis is 
forcing people to take a fresh 

look at farming. Farmland is undergo- 
ing the biggest revival, as the growing 
demand for food grains and soybeans 
from Asia and for corn and ethanol 
worldwide are making food production 
procedure a very costly affair. The eco- 
nomic boom in the emerging economies 
is further driving up the prices of com- 
modities to record highs. Over the next 
decade, China and India are expected to 
add around 3-5 millien middle-class 
population each year. This total does 
not include the growing middle-class 
population in Latin America, the 
M:ddle East and Eastern Europe. De- 
mand for corn to feed livestock climbed 
24% during the last decade as personal 
incomes and animal protein consump- 
tion in emerging economies increased 
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considerably. Rice-bowl nations like 
China, India, Thailand and Indonesia 
have already curbed rice exports. Food 
riots are ravaging several Afro-Asian 
nations, leave alone oil prices. 

In fact, the rising food prices are 
threatening to increase the possibility of 
adding another 100 million people to the 
852 million who are already hungry. 
Jacques Diouf, Head, Food and Agricul- 
ture Organization (FAO), admitted that 
“food output must rise 50% by 2050 to 
meet the rising global demand. However, 
over the past 20 years, we have neglected 
investment." According to FAO statistics, 
the total agriculture development aid to 
poor nations plummeted by more than 
half to $3.4 bn in the last two decades. 
During the same time, agriculture's con- 
tribution towards development shrank 
from 17% to 3%. Recently, the World 
Bank has acknowledged that from 1991 


“wi. 


to 2006, it allotted only 9% of its total 
lending to sub-Saharan farmers who de- 
pend on agriculture for their livelihood. As 
a result, many countries got out of the 
business of seed, fertilizer and grain mar- 
keting, and the unprepared private sector 
with too little access to financing failed to 
fill the gap. A growing number of econo- 
mists are now convinced that the pooi 
nations need a healthy farm sector fo: 
sustained economic development. 


Growing demand for farmland 
The Gulf region may be enjoying the cur 
rent oil-boom, but it is a victim of fooc 
scarcity. Global food crisis has put th« 
Middle East and Africa in a fix, as they 
are forced to choose between growinj 
more crops to feed their ever-increasinj 
population and at the same time conserv 
ing their already scant resources of water 
In the Middle East, existing wate: 
sources are estimated to last for only 3t 
years, while population is expected t 
grow more than double the world average 
Further, the region is crippled by a dr 
climate and shortage of agricultural lanc 
as a result, most of the countries impor 
9096 or more of their food grains. Agains 
this, depending on food supplies from out 
side world is not only perilous but short 
sighted, especially in an era of trade гє 
strictions. To meet this increasing dé 
mand, many sovereign states are resor 
ing to expensive schemes to secure foo 
supplies for their people. Several Persia 
Gulf nations, including Saudi Arabi: 
have started scouting for farmland in th 
fertile Afro-Asian countries. The UA 
and Yemen are pursuing deals worth bi 
lions of dollars with several private con 
panies in Sudan and Pakistan for cult 
vating rice, wheat, sugarcane and fruit 
Egypt, where a paucity of subsidize 
bread sparked civil unrest earlier th 
year, is aiming to grow wheat on two nm 
lion acres along the border with Sudan. 
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INTERVIEW 


"Investors that get into agribusiness and successfully stay in the business have been 
those that know how to weather its cycles." 


How do you view the sudden emergence of farm- 
lands globally as a latest investment asset class? 
Stephen Johnston: Farmland as an asset 
class has been around for a long time, particu- 
larly in the portfolios of very High Net Worth 
Individuals and institutional players with 
longer investment horizons. What is changing 
is the interest of the mainstream investment 
community which has been creating the de- 
mand for vehicles that allow for efficient in- 
vestment by a much broader range of partici- 
pants. 

Gary R Blumenthal: The value of the land is related to the 
value of its productive capacity. Farmland productivity is 
highly correlated to scale, thus an investment infusion enables 
the consolidation necessary to boost the underlying value of the 
asset. 

Suresh Chandra Babu: The emergence of farmlands as an 
investment asset class brings both opportunities and chal- 
lenges. At the global level, it provides opportunities for in- 
creased mobility of capital resources and investments 
abroad. For example, in the early 1980s, Japanese investors 
invested heavily in American real estates. Currently, Chi- 
nese investors are investing in the real estates in the West. 
Within the countries, investment in farmlands has the ben- 
efit of increasing the value of the farmlands over time, thereby 
reducing the inequality of income among rural and urban 
populations. 

Investment in farmland by the corporate sector, particu- 
larly in farmlands that are located with good infrastructure, 
provices opportunities for rural employment when these 
lands are used for establishing corporate offices. In addition, 
the increasing demand for farmland as a source of investment 


South Korean and Chinese multi- 
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provides opportunities for the rural house- 
holds to diversify their portfolio, thereby in- 
vesting part of their income from land sale 
on nonfarm activities. 

Yet, increasing demand for land in rural 
areas also brings challenges for long-term 
food security. As more and more rural 
households get out of farming by selling 
their farmlands to corporate and other in- 
vestors, they increasingly become depen- 
dent on non-farm activities in rural areas. 
Without adequate growth of such activities, 
they may not have a sustainable livelihood unless their in- 
come from the sale of farmlands is invested wisely. In addi- 
tion, valuable agricultural land is lost to non-agricultural use, 
resulting in low levels of food production. 

Due to reduced number of farm operations, a few farmers 
may be responsible for feeding the rest of the nation. In the 
Indian case, the size of the farm holdings are going down, 
while the number of smallholder farmers owning such lands 
is increasing. This is a trend that needs to be addressed 
through policy and institutional changes. In addition, techno- 
logical changes are required to address the productivity is- 
sues of small farm holdings. 


Do you think this is the best long-term, sustainable approach to agricul- 
tural development? 

Stephen Johnston: Absolutely, private sector investors are 
profit maximizers. In the same way, that operation/consoli- 
dation by large-scale private sector investors is viewed as a 
positive in every other sector of the economy, farming is also a 
business and subject to the same market forces. For example, 
the minimum efficient farm size for Canadian dry land wheat 


national firms, with help from their 
governments, are entering in a big way 
to invest in farmlands in Russia, 
Burma, Laos, the Philippines and Af- 
rica for growing rice, corn, sugarcane, 
cassava and rubber. Accerding to the 
Lao Committee for Planning and In- 
vestment, China already has become 
the second largest agriculture investor 
in Laos and Burma. It is providing 
seeds, fertilizers, pesticides and farm 
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machinery to the formers in those na- 
tions. China, under pressure to feed its 
1.3 billion population, wants to enforce 
high tariffs on food imports from devel- 
oped countries. With food grain stocks 
exhausted and prices at an all-time 
high, the poor nations too are turning 
their back on the old ideas and opening 
doors to investors. This has encour- 
aged businesses and investors to 
channelize billions of dollars into 
farmland and food production. 


The prudence to foresee mounting 
demand for food has led to investments 
in facilities involving food production 
such as farmlands, fertilizer, grain el- 
evators (buildings for storage and ship- 
ment of grains), barges (flat-bottomed 
boats built mainly for river and canal 
transport of heavy goods) and ships. 
Even though the equity markets have 
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not completely come to terms with the ; 


enormity of this growing demand, pri- 
vate equity and hedge funds around the 
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farming is approximately 5,000 acres, yet the average farm 


a is around 1,600 acres. Clearly consolidation at the farm 
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tional highways. 
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level to increase unit sizes would benefit both farmers and 
consumers; now with greater interest in this sector, the capi- 
tal and appetite are present to drive this process. 

Suresh Chandra Babu: In the long-term, the prices of farm- 
lands will stabilize, particularly in remote areas. However, 
as more farmlands are assimilated into the 
investment plan for industrial infrastruc- 
ture as well as by the service industries, ru- 
ral households may benefit from such expan- 
sion of non-farm activities in the rural areas. 
However, such expansion normally occurs 
only where the farmlands are connected to 
rural roads which have good reach to na- 


Agriculture in these areas will benefit 
partly because investment in farmlands in 
those areas will bring additional infrastruc- 
ture benefits through the investors them- 
selves. Yet, the agricultural sector has to 
change to meet this changing reality. Agri- 
cultural research has to become relevant for 
the smallholders who will grow in number 
but own less and less land per capita. Unless the productivity 
of these smallholdings is raised, these farms may not be vi- 
able and profitable in the long run. Thus, the sustainability of 
these lands is also in doubt. 


In what way will the farmers in poor and emerging nations benefit from 
this trend? 

Stephen Johnston: Low-cost, efficient producers every- 
where will have improved access to capital and be able to 
grow more quickly. As prices continue to rise, these same op- 
jerators will find that they can expand operating margins 
faster than their less efficient competitors. 

Gary R Blumenthal: Subsistence farmers are trapped in a 
low-productivity profession. It would be better to lure them 
out of agriculture with more attractive manufacturing or ser- 
vice sector jobs. They will benefit from any economic dynamic 
that forces them to better maximize their human potential. 
Technology and capital have historically worked to shift labor 
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to other pursuits where it is better utilized. Keeping them 
down on the farm avoids the uncertainty of change and serves 
the interest of the politicians, but it is a horrible waste of po- 
tential human talent. 

Suresh Chandra Babu: Farmers who are in areas that are 
marginal and depend on rainfall for producing crops will ben- 
efit by getting out of agriculture if the resources gained from 
selling of the farmlands can be invested in 
other non-farm activities. Such investments 
require education, which currently is lacking 
among the farm communities. On the other 
hand, if the farmers in the areas where 
farmlands are in high demand are trained 
to become part of the growth process, it may 
benefit the farming community to come out 
of agriculture. The increased demand for 
farmland in marginal areas and the associ- 
ated price increase of farmlands bring in 
windfall profit for those who sell their lands. 
This may reduce the inequality of income 
among the rural population as well as be- 
tween rural and urban population. 


Will it provide solution to the global food crisis? 
Stephen Johnston: Investment will maximize efficiency, 
allow for proper allocation of scarce resources and reduce 
waste. Whether this solves the global food crisis remains to 
be seen, that will depend to a large degree on the magnitude of 
potential supply/demand imbalances. 

Gary R Blumenthal: If investors consolidate farmland into 
units of production that can fully exploit the currently avail- 
able technology, yields will increase substantially. If all farm- 
lands were utilized at economies of scale, there would be more 
than enough biomass for both food and fuel demands. 
Suresh Chandra Babu: It is not clear whether the increased 
investment in farmland will provide a solution to the global 
food crisis. The loss of land from farming community to the 
investors, who may or may not use the land for productive 
purposes, will reduce the supply of food in the aggregate. If the 
lands acquired by the investors are effectively used for pro- 
duction agriculture, it can increase the level of production if 
adequate investments are made towards irrigation and mar- 


world are making huge investments in 
farmlands. College endowments, pen- 
sion funds and real estate fund manag- 
ers are buying farmland, even as home 
construction companies are deserting 
thousands of undeveloped parcels in 
the US. They are aggressively placing 
bets on agricultural commodities like 
corn, wheat and soybeans. Fresh from 
Áthe sting of the subprime catastrophe 
and the credit squeeze, banks and in- 
vestment companies are also begin- 
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ning to add farms to their more conven- 
tional investments. A majority of them 
believe that although the current surge 
in food prices is partly due to transi- 
tory factors like drought and biofuel 
subsidies, the demand for food is likely 
to rise in the long run, which presents a 
potential investment prospect. In fact, 
the value of farmland has been in- 
creasing at rates greater than the resi- 
dential market growth over the past 
decade. 


Untapped potential 

According to Agcapita GP Corp, a Cana- 
dian farmland investment partnership, 
in addition to providing a potential 
hedge against inflation, an investment 
in farmland provides returns with less 
volatility (approximately 60% less vola- 
tility) than stock and bond market re- 
turns. Investment funds have already 
started pouring in billions of dollars into 
frontier lands (land that has not yet been 
cultivated for production) in less devel- 
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ket infrastructure. In addition, if the farmlands acquired by 
corporate sector are used for producing high-value crops, such 
as the case in some of the private companies investing in 
high-value agriculture chains in India, it may increase the 
availability of food commodities in the market at a better 
price for the consumer. 

On the other hand, if the agricultural lands are acquired by 
investors and these prime lands are not used 
for cultivation, there is going to be reduction in 
the production of food in the aggregate. The 
impact cf farmland investment on food secu- 
rity at the national level depends crucially on 
the type of land that is being purchased and 
the availability of existing infrastructure and 
productivity of the lands that are currently 
being acquired for investment purposes. 


Several people who worry about this trend argue that 
institutional investors might not be committed to stay- 
ing with farming in bad times and farmland could 
become subject to speculative bubbles. Comment. 
Stephen Johnston: Without exception, 
Agcapita's experience has been that the new 
investors moving into direct farmland holdings have long- 
term m:ndsets. Also, the typical farmland fund partnership 
resembles a private equity vehicle with longer hold periods 
and limited redemption rights. Of course, in order to provide 
liquidity many institutional investors are creating listed 
holding companies as conduits, but this does not change the 
long-term nature of the underlying investment vehicles. 
Gary R Blumenthal: This assumes that bubbles are only 
bad; 1 would contend that the opposite, a bust, is far worse. 
Bubbies infuse capital, which funds technological 
advancement. This bubble may well burst and institutional 
investors will scramble to exit the business. A major oil 
company invested in farmland during the agrifood bubble of 
the early 1970s, and then exited the business. But what is 
left behind is a better rationalized system. When the tech 
bubble burst, its excesses may have been exorcised, but the 
benefits it wrought did not disappear. 








Suresh Chandra Babu: As mentioned above, if the investors 
do not use the land for agriculture, it may result in inadequate-. 
supply of agricultural land for agricultural purposes. Yet, this / 
can be overcome by increasing the productivity of land per unit 
of land available for cultivation. However, increase in produc- 
tivity has to come from investment in agricultural research in 
various crops that are suited for the areas where farmlands are 
being acquired by investors. 


Any other issue? 

Stephen Johnston: No industry can survive 
or flourish without access to sufficient 
amounts of cost-effective capital. Current in- 
terest in agriculture and farmland as an asset 
class is increasing capital flows to this sector, 
and in the final analysis, the positives will 
vastly outweigh any conceivable negatives. “ 
Gary R Blumenthal: Investors that get 
into agrifood and successfully stay in the 
business have been those that know how to 
weather its cycles. It requires a long-term, 
big picture view that is missing in most in- 
vestors who prefer to shift from one bubble 
to the next, regardless of industry. The long-standing players 
in agrifood are currently stockpiling cash and will purchase 
the eventually devalued assets of the bubble chasers for a 
song, knowing that they will rise again someday. 

Suresh Chandra Babu: In general, the increase in prices of 
farmland due to increased demand for farmland investment 
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has benefitted a large number of farmers who have not effec- 


tively used the land partly due to low productivity of technol- 
ogy and partly due to inadequate connection of their farms to 
the markets. The benefits that accrue to the farmland owners 
due to increased demand for farmland investment can revive 
rural non-farm economy if adequate opportunities are cre-j: 
ated for investing in such resources through organized re- 
source mobilization for productive purposes. In the absence of 
such policy and institutional support, the gains from in- 
creased value of farmland may not benefit the rural economy 
in the long run. 


oped nations in Eastern Europe, South- 
ern America and Africa for cultivating 
commodities like wheat, corn and sey- 
beans. Some have bought several etha- 
nol plants and farmland in Canada and 
adequate storage space in the Midwest 
to keep millions of bushels of grain. 

The UK-based Braemar Group was 
the first to spot an opportunity in the 
potential of farmland investment. Eu- 
rope is under pressure to increase 
biofuel production, and the farmland 
close to the northeastern England will 
be the first source of supply of ethanol. 
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BlackRock, a company partly- 
owned by Merrill Lynch, is planning to 
invest in farmland in sub-Saharan Af- 
rica to the English countryside. In 2007, 
the London branch of BlackRock 
launched the BlackRock Agriculture 
Fund, seeking to raise $200 mn to in- 
vest in fertilizer production, timberland 
and biofuels. Presently, it stands at 
more than $450 mn. Calyx Agro, a group 
of Louis Dreyfus Commodities, is pur- 
chasing vast stretches of farmland in 
Brazil in a big way with help from large 
institutional investors like AIG Invest- 


ments. Emergent Asset Management, 
a UK-based, award-winning invest- 
ment management firm, is raising 
$450 mn to $750 mn to invest in farm- 
land in sub-Saharan Africa. The fund 
has chosen Africa because of inexpen- 
sive land values and accessible labor 
compared to other agro-based econo- 
mies. Moreover, Africa’s micro-climates 
are conducive for cultivating a wide 
range of crops. These investors are get- 
ting positive response from institu- 
tional investors like insurance firms 
and some Sovereign Wealth Funds. 
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Speculative investments? 
The long-term implications of the sud- 
den surge in farmland investments are 
not clear. Some conventional players in 
the farm economy and others who ac- 
tively involve in agriculture policy be- 
lieve that the new breed of investors 
will focus on returns above all else, and 
are not committed to staying with farm- 
ing through good times and bad. The 
cycle of entering in and out of farmland 
investment will be very volatile and 
could become subject to speculative 
bubbles. Mark Lapolla, Adviser to in- 
stitutional investors, says, “It is impor- 
tant to ask whether these financial in- 
vestors want to actually operate the 
means of production or simply want to 
have a direct link into the physical sup- 
ply of commodities and thereby reduce 
the risk of their speculation." 
However, the proponents of farm- 
land investment dismiss the criticism 
that the investors will control the sup- 
ply-demand mechanism artificially by 
holding back inventory to move prices to 
their benefit. They argue that the in- 
vestments will be advantageous to 
farming community and, finally, to con- 
sumers. When food grain prices become 
volatile, grain elevator operators have 
to dig deep into their pockets to lock in 
future prices. It is here financial inves- 
tors come to the rescue of grain elevator 
operators by providing the money they 
need to endure the unpredictable com- 
modity markets. Maintaining these 
important services helps bring down 
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costs to the farmers and negates the 
price increases for crops. Furthermore, 
new investments will bring in the latest 
technology and accelerate the develop- 
ment of infrastructure, and the con- 
sumer will benefit because there will be 
more supply. The investors aim to com- 
bine small plots of farmland into more 
productive assets and modernize grain 
elevators and fertilizer supply depots, 
so that they can increase production 
and reap profits. 


A win-win approach 

The present surge in farmland invest- 
ment is a result of skyrocketing com- 
modity prices, increasing demand for 
ethanol, and the continuous decrease in 
the area of arable agricultural land glo- 
bally. Against this backdrop, farmland 
investment is the best long-term ap- 
proach to agricultural development, 
taken up by entrepreneurs who sense 
opportunities when others see gloom. 
Some analysts see the potential for sig- 
nificant and lasting benefits to both 
parties. For instance, even though in- 
vestment is meant to benefit the inves- 
tors, foreign investment helps poor na- 
tions in Afro-Asian region which lack 
the resources to make their own agri- 
cultural land productive by improving 
infrastructure and irrigation. If poor na- 
tions can lay emphasis on local agricul- 
ture by opening thousands of new acres 
to food grain cultivation, they can save 
enough money on imports and divert it 
for economic growth within a short span 
of time. It is significant to note that 
these investment funds are using 
their own money. If they are successful 
they will realize significant profit, the 
world supply of food will increase, 
and in the process food grain prices may 
stabilize. 


Indian scenario 

Agriculture in India has transformed 
significantly over the past few decades. 
However, lack of agri-infrastructural fa- 
cilities as well as field-level operational 
flexibility has hampered the agricul- 
tural growth story. Even though the gov- 
ernment plays an important role in pro- 
viding essential inputs like fertilizer, 


water and energy, the importance of the 
private sector cannot be ignored. Pri- 
vate sector provides additional invest- 
ments, brings greater efficiencies and 
ensures superior service to the end con- 
sumer at an affordable price. The possi- 
bility of joint ventures with interna- 
tional investors and training institutes 
to provide training to farming commu- 
nity to use latest technology is to be ex- 
plored. Therefore, there is a need to de- 
vise a long-term strategy like integrat- 
ing the private sector with agriculture, 
which will avert the vulnerability of the 
farming community and step up agri- 
cultural growth. 

If farmers are exposed to market 
signals, they can become more produc- 
tive and competitive. In the absence of 
such an environment, it is vital to have 
policies targeted to tackle specific is- 
sues—such as environmental, animal 
welfare and other concerns—that аке 
unbiased and more efficient than mar- 
ket interventions. Reliable initiatives 
and investments are the need of the 
hour to put farming back on a growth 
trajectory. Harriet Friedmann, Profes- 
sor, University of Toronto, suggests, 
“Farmland and farmers are a public 
good and need to be both protected and 
encouraged through public policies te 
engage in sustainable food production 
in tandem with managing natural re- 
sources for the whole society, particu- 
larly soil, water, energy and carbon se- 
questration. It follows that speculative 
pressures to maximize revenues in the 
short-term deepen existing problems; 
fundamental changes in land use man- 
agement are needed instead.” With in- 
creased investments in farmland and 
the resultant increase in food produc- 
tion output, food prices may begin to 
head southwards in the coming years. 
Jeff Conrad, President of John 
Hancock's Ag Investment Group, which 
has invested more than $800 mn in 
farmland, tells investors, “Farmland is 
not a quick buy and flip type of thing. It 
takes time to work a return—periods of 
Т to 10 years to hold the investment.” a 
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Clean Technology Investing 
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Gaining Ground 


2. 





With galloping concerns over global environment and the growing public 
interest in eco-friendly products, clean technology investing is gaining 
popularity among investors across the globe. 





mid the rising concerns over glo- 
bal warming and serious envi- 
onmental woes, the world is 
experiencing a new green energy gcld 
rush with technology embedded in it. In 
fact, а new era of clean technology invest- 
ing has caught the fancies of investors, 
decision makers, and the media con- 
glomerates across the globe. Venture 
capitalists and global organizations are 
rushing to invest in more sustainable 
and environment-friendly resources, 
such as wind, solar, geothermal, biofuels 
and others in order to make some profits, 
albeit in a socially responsible way. 

In a recent study, the United Nations 
Environment Program (UNEP) nas 
pointed out that the rush towards the 
clean gold is growing at a rapid pace in 
the current global environment. It re- 
veals that nearly $148 bn were invested 
ir cleantech sources during the year 
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2007, which represents a nearly 60% 
hike over the previous year. And now, it 
is a fast budding investment area that 15 
attracting the interest of venture capital 
investors, multinational companies, 
regulatory bodies and consumers. They 
are heavily investing in a bid to combine 
the benefits of for-profit with the 
sustainability of non-profits. The gov- 
ernments all over the world are also sup- 
porting clean technology investing. The 
World Bank has recently approved a 
multibillion dollar global clean technol- 
ogy fund to assist poorer countries. 


Clean picture 

The latest cleantech buzz, which is draw- 
ing millions of dollars from the inves- 
tors, has in fact been in vogue for the past 
couple of years. Primarily, it includes all 
the renewable energy sources to water 
management systems. In its true sense, 


it is something more than going green; it 
is a technology used by venture capital- 
ists to offer good returns to investors and 
at the same time provide solutions to 
global challenges. Cleantech industry 
entails knowledge-based products, pro- 
cesses and services that enhance produc- 
tivity, usage and efficiency of natural re- 
sources, while reducing the negative 
ecological impact on the environment. It 
reduces the costs, energy consumption 
and pollution. It mostly uses pioneering 
technologies and natural resources that 
generate less wastage and develop 
products that have comparatively 
higher economic value, compared to the 
traditional ones. Further it advocates 
less expensive, environment-friendly 
processes to enhance consumer profit. 
ability and revenues. 

The cleantech industry uses tech 
nologies to make more efficient utiliza 
tion of key resources, such as energy 
water, raw materials and those that ar 
less toxic. It includes myriad segment 
of industry, such as water, manufactur 
ing, advanced materials, transporta 
tion, alternative fuels, agriculture, en 
ergy generation, energy storage, energ, 
infrastructure, recycling and waste. / 
few cited examples of cleantech are win 
and solar energy, water filtration, indus 
trial process controls and hybrid electri 
vehicles. Whatsoever, cleantech inves' 
ing has emerged as the major inves 
ment prospect, attracting funds fro: 
global sources in the public markets. А 
the market is emerging, many glob: 
biggies, such as Google, Honeywell an 
DuPont, have started showing intere: 
in investing in clean technologies to at 
dress their business requirements. 


Profit with responsibility 

Cleantech markets have been sprou 
ing over years and are heavily driven ł 
technological innovations, prevailir 
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climate change worries, rising crude oil 
prices, and growing support from world 
governments. Furthermore, the low- 
cost energy-efficient investments have 
been the interest of many investors. 
consumers and tech managers. And, of 
late, companies are practicing mea- 
sures to curb the greenhouse gas emis- 
sions. Accordingly, the government and 
regulatory bodies are gearing up to 
frame proper guidelines and policies to 
encourage cleantech investments by 
imposing a carbon surcharge on compa- 
nies that are producing carbon emis- 
sions beyond certain defined limits. 
Such legislations, which are likely to be 
put in place by 2012, will further drive 
the global companies to heavily invest 
in clean technologies. 

Over the years, the demand for clean 
technologies has captured billion dollars 
in the market. Nevertheless, delivering 
competitive returns is not the only rea- 
son for such green rush. The idea behind 
is to develop a sense of responsibility 
and being an eco-friendly organization. 
Though, going by the logic of investing, 
there lies a profit motive in any invest- 
ment, in the case of cleantech investing, 
the profit motive is accompanied by dis- 
tinct evidence of social responsibility. 


Opportunities and challenges 
There are several investors from the 
Silicon Valley who are encashing on the 
opportunities provided by cleantech in- 
dustry. In addition to being greener, 
cleantech industry provides job oppor- 
tunities to the industry, as venture capi- 
talists not only invest in clean technol- 
ogy but also bring in effective manage- 
ment and network of companies to cope 
with the high risk and innovative tech- 
nologies. 

Despite such a clean and green pic- 
ture and the support, the industry still 
has its share of problems. Earlier, com- 
panies were very much interested in us- 
ing renewable energy sources which had 
less trade barriers or in fact no barriers 
at all. But today, with the introduction 
of regulatory policies, state legislations 
and trade barriers, cleantech industry 
has changed from a faster and bigger 
industry segment into a slower one. 
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Despite the long-run benefits of 
cleantech products, consumers and inves- 
tors in clean technology products and pro- 
cesses have to bear huge costs initially to 
face the technicalities. By opting for clean 
technologies, companies are not forgoing 
their basic objective of making money but 
rather opting for cleaner ways of making 
them. So, it is important to maintain con- 
sistency in their goals. Another challenge 
that cleantech companies might face is 
the lack of support from the governments 
and regulatory authorities. If carbon 
emission standards are not set to encour- 
age the investors, clean energy sources 
growth would be jeopardized. Many coun- 
tries have already put in place carbon 
emission norms, but their effective fol- 
low-up is the need of the hour. 

Besides, many investors also feel 
that the governments should also sup- 
port projects and technologies that are 
risky or large-scale in nature. Whatso- 
ever, the venture investors are optimistic 
about the cleantech prospects and are ex- 
pecting a huge hype in the industry with 
the growing awareness of global warming 
issues and the long-term trends of using 
such cleaner technologies. 


Towards a cleaner India 

Despite the fact that the industry is 
fast emerging, it is still in its nascent 
stage and the world economies are look- 
ing ahead for opportunities. Although 
the US is the pioneer in the industry, 
yet it is not the only nation which is 
reaping the benefits. The other major 
cleantech players in the world are Eu- 
rope and Canada; more recently coun- 
tries like Brazil, India and China are 
drawing more investments. 

India is also in the race to combat the 
global warming issues and is actively 
participating in this green gold rush. 
With the incessant rise in fuel prices, it 
has become quite natural for India to 
lookout for alternative opportunities to 
develop and initiate renewable energy 
businesses. Currently, renewable energy 
in India records $600 mn, and with a 
growth rate of 15%, it ranks 5” in the 
world in renewable energy capacity. Fur- 
ther, with the rising economic activities 
and the shift towards urbanization, 


India has become one of the most excit- 
ing places to invest in and deploy clean 
technologies. And, it is expected that in- ` 
vestments in cleantech in India will im- 
prove the economy. But in order to reap 
the maximum benefits, it has to over- 
come several barriers in trade, finance 
and the related technical aspects. 

In 2007, cleantech attracted invest- 
ments worth $3 bn, approximately a 
43% rise from the previous year. Many 
industry analysts opine that it is the 
right time for India to invest in clean 
technologies to achieve an accelerated 
growth rate of 8-9%. And, to maintain 
growth and consistency in cleantech in- 
vestments in India, the industry should , 
get continuous support from the govern- 
ment in the form of policies rather than 
only in the form of subsidies. 


Rewarding future 
Clean technology investors foresee a re- 
warding future, and they believe that a 
little more experience and wisdom will 
smoothen out the bumps ahead. Now, 
the world is shifting from an era of high- 
priced capital and low-priced natural re- 
sources to an era of low-priced capital 
and high-priced natural resources. This 
shift—from a limited fossil fuel economy 
to an unlimited renewable energy one— 
would definitely increase efficiency and 
profits. But, this may call for a radical 
transformation in the attitude of the in- 
vestors and the regulatory bodies. 
According to Mark Heesen, Presi- - 
dent of the National Venture Capital 
Association, “Investing in new technolo- 
gies can be fraught with pitfalls and is 
not for the inexperienced or the faint of 
heart.” He further comments, “Prudent, 
long-term, knowledgeable investment in 
cutting-edge technologies has been the 
hallmark of venture capital in the past 
and should be the mantra in the 
cleantech space as well.” As long as the 
rising oil prices, environmental concerns, 
technological advances, public aware- 
ness, and high-tech knowledge and ex- 
pertise remain, the prospects for clean 
technology will surely not diminish.= 


— Y Bala Bharathi, Sanjoy De and G P Mrudhula № 
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“То be successful, firms generally choose to focus on things they know how to do and 


hire others to do the rest." 


The three Internet companies, Amazon, eBay and 
Yahoo!, have survived even in the most turbulent 
times when many of the dotcom companies folded 
up. Yet each of them has its own competitive 
Strengths and weaknesses. Could you elaborate? 

Amazon focused on becoming a worldwide 
retailer on the Web. They didn’t stray from 
that focus and continued to both enhance the 
Web experience and build up customer loy- 
alty by better understanding and serving 
their customers. They have also made some 
interesting technology leaps in eBooks and 





and this appears to be an attempt to attract a 
different clientele, one that would more likely 
buy from a higher end vendor. Done right, it 
should be successful. 


A recent news report regarding Yahoo! is sending 
wrong signals about the company’s survival in the 
long run. What is your comment on the future of 
Yahoo!? 

Yahoo! is in deep trouble. They need to once 
again figure out what their business is and 
be good at that. They are one of the least 


music which allowed them to move even more Fan Бөлө focused right now and are paying the price 
à | Founder, Enderle Group 
aggressively against both their e-commerce California. US for that lack of focus. 


and brick-and-mortar competitors. 

eBay focused as well though they strayed a bit into non- 
traditional areas with Skype, which didn't pay-off as well for 
them. Currently, they are facing significant competitive pres- 
sure but they too benefitted from focus. 

Yahoo! lost focus and has been at significant risk most 
recently in the form of a stockholder revolt preceded by a take- 
over attempt by Microsoft. They focused too much on Google 
and lost their way and are currently paying the price for that. 
However, they survived the dotcom years by focusing on the 
bottom line and creating the best portal in the segment. 


How do you perceive the competition among Amazon, eBay and Yahoo!? 
A little bit, but not yet in a major fashion. eBay is still quite 
different and Yahoo! not nearly as focused as Amazon or eBay 
on selling stuff. But there clearly is some crossover, though all 
three are mostly different companies. 


Amazon is lately trying to break in with a more upscale Internet 
boutique through a new site called Endless.com. Do you think this would 
lead to endless possibilities for Amazon? 

Amazon has shown a great deal of intelligence in their moves, 





eBay’s purchase of Skype for a hefty price has backfired. Your comments? 
It is generally a mistake to go into a business you know little 
about. Telephony is very different than auction sales. This 
would be like a large auction house buying a telephone com- 
pany; it generally won't end well and this didn’t. To be success- 
ful, firms generally choose to focus on things they know how to 
do and hire others to do the rest. eBay forgot that. 


eBay kicked off as an auction site and became a monopoly in its business. 
Yet, today it is suffering in the face of competition. Do you see any possi- 
bility of eBay getting merged with any player in the Internet selling arena? 
If they continue down the path they are on, that is likely. Not 
yet clear who would purchase them, but Google and Amazon 
are both possible buyers; and even Microsoft might be inter- 
ested at the right price. 


Any other comments? 

This is an area in a lot of flux. Of the three companies, Amazon 
is moving most strongly towards the future and Yahoo! is least 
sure of their footing. I expect, however, that we will see a lot of 
changes in all three companies before the decade is over. 


Google. In fact, Yahoo!’s collection of 
sites draws more traffic than Google. It 
derives a lot of mileage from its diverse 
"features like Yahoo! HotJobs and its 
Yahoo! Personals dating site. These 
Wibave aided Yahoo! in establishing 
mpromising relationships with the 
ebsites of 400 newspapers. Yet Yahoo! 
"as not been as good as Google in at- 
tracting revenue from its page views, 
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because some of its most highly visited 
destinations like Yahoo! Mail or its dis- 
cussion boards can hardly be mon- 
etized. When Microsoft, in its bid to 
challenge Google's dominance, offered 
to buy Yahoo! for $47.5 bn or $33 per 
share, Yahoo! almost took the offer, but 
put off the deal as it felt that it deserved 
more than what was offered by the soft- 
ware tycoon. Surprisingly, Yahoo! 


signed a deal with its archrival Google 
on search advertising for up to 10 years; 
under the deal, Google can place text 
ads next to some of its own search re- 
sults. According to Susan Decker, Presi- 
dent, Yahoo!, this deal would add nearly 
$450 mn in operating cash flow within 
the first year and also would aid in 
building further money-generating 
partnerships with Google. In business, 
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equations change very fast. Yahoo! has 
ultimately managed to survive, but 
with some sort of life support system. 
Only the future could reveal what is in 
store for Yahoo! 


Amazing Amazon 

When Jeff Bezos came up witb the idea 
of gelling books through the Internet, he 
decided to name the Internet business 
‘Amazon’. He dreamt of making Ama- 
zon the biggest merchandise stream on 
the Web, selling a range of products 
from books and toys to electronic goods 
to music and almost anything that can 
be shipped. One difference that Amazon 
bears with eBay and Yahoo! is that it is 
till date managed by the one who 
founded it. Bezos has been very clear in 
his vision and doing his best to make 
his dream a reality. 

Amazon has many times felt the 
heat of competition from eBay. At a 
point of time, Amazon even thought of 
auctions on its site. Bezos soon realized 
that it had to be different from eBay. So 
he encouraged third-party sellers, rang- 
ing from one-man businesses to huge 
retailers such as Target, to sell their 
merchandise through Amazon. Today, 
third-party sellers account for 3096 of 
all items sold through Amazon’s site. 
Further, Bezos came up with another 
innovative idea, wherein Ámazon 
would allow its customers to rent its 
computing capacity for processing to 
storage to database functionality 
through the Web without having to 
build their own data centers. This idea 
gave a lot of mileage to Bezos. He could 
add over 370,000 customers, like The 
New York Times, which are using 
Ámazon's infrastructure to digitize 
their archives. Thus, many consumers 
and companies are inclined to store 
their data on the Internet, rather than 
on a local computer. Unlike Google, 
which offers only applications such as 
word processing or spreadsheets to con- 
sumers though its Web browsers, Ama- 
zon offers services to programmers who 
can conceptualize and run their own ap- 
plications. | 

Amazon has been giving a tough 
competition to even Apple's iTunes and 
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Netflix by providing music and movie 
files to its customers. Àmazon has 
clearly demarcated its business from 
that of eBay's. During the early days, 
Amazon always lagged behind Yahoo! 
and eBay in terms of revenues. In fact, 
Amazon had negative operating mar- 
gins until 2001. Since then Amazon 
has been experiencing a rising trend in 
its operating margins. On the other 
hand, eBay and Yahoo! have been 
showing a falling trend in their operat- 
ing margins. 


eBay’s monopoly in jeopardy 
eBay, started by Pierre Omidyar as an 
e-commerce site selling merchandise 
through auctions, has grown into an 
Internet empire by acquiring many 
small firms. It acquired PayPal and 
Skype to have a footing in Internet pay- 
ments and communications as well. 
Amazon and eBay have always been 
archrivals in the Internet selling 
arena. With Amazon creating a new 
customer base for itself, eBay’s claim 
as a sole auctioneer on the Web is 
questionable. Google’s ‘programmable 
search’, like eBay, would let people find 
what they want on the Web at the best 
possible price. This would definitely 
impact eBay’s stock and customer 
base, as sellers would prefer to set up 
their own storefronts instead of paying 
hefty fees to eBay. With Google, people 
can find, buy and pay only from the 
Google pages. eBay was in news re- 
cently for banning the use of Google 
Checkout on its site. This created an 
uproar among many customers using 
the payment method. eBay has en- 
joyed enough monopoly as an auction 
site on the Web. Now with Google’s en- 
try, eBay should be ready to forgo its 
share of profits to Google. 


Microsoft in the race too 

If Microsoft-Yahoo! deal had been suc- 
cessful, Microsoft too would have joined 
the race with the above three compa- 
nies. Though the software giant has 
been spending heavily to check its 
losses from its Internet-services busi- 
ness, the operating loss from the 
Internet-services business almost 


Internet Bus} te 


doubled to $1.23 bn in fiscal 2008, жо 
$617 mn a year earlier. Presert 
Microsoft is now more focused on sp2r 
ing more on research and developrae 
to enhance its Web search engine а 
advertising technology by way of p.o 
ing more money into expensive НВ 
structure technology to offer even rac 
quality services through the Intern 
After its unsuccessful talks with t 
Yahoo!, the company, in its latest m= 
has unveiled ita plans to provide "V 
search tools to the users of Facebx 
and to place its search-related ad: 
pages ofthe social network by the ега 
2008. It has already paid $240 mn t» 
tiny 1.6% stake in Facebook, a sw f 
growing website having nearly 90 x 
lion registered users. Deepening its t 
with Facebook would probably prov2 
be a smart move for Microsoft. 


Competency endures 

While Google is far ahead and Місгсэ 
already spending money to boost : 
Internet business, the varying forter 
of Yahoo!, Amazon and eBay have giv 
rise to questions about their abilitz 
survive in the coming years. These сэ 
panies, which have in fact successfa 
challenged the limits of Internet ba 
ness, are today striving hard to вит” 
as Internet companies. Jeffrey Lind: 
А Sanford C Bernstein Analyst, in.] 
report titled “US Internet: The En] 
the Beginning”, articulates that Gomt 
and Amazon would rule the Interr 
market, while many other Intern 
companies would eventually vanisl: 
be acquired by these two compan. 
He reiterates that Google and Ar 
zon, in spite of minor challenges, ha 
successfully created clear value prop? 
tions for Internet users in the last deca 
and both have clout and deep pockets 
knock off any competitor in the Intem 
market. In the meanwhile, the advert 
a new search engine, Cuil, which clas 
that it can index pages significar! 
faster than Google, is seen as anot- 
important development. Clearly, be- 
days are ahead for Internet business: 


-TJya 
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Indonesia’s Oil Industry 


Opportunity Lost 


Fick Hh: 


Declining oil reserves and high crude prices have forced Indonesia to pull 
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out of the oil cartel. Despite being one of the oldest members of OPEC, 
Indonesia has failed to take advantage of a potential windfall of petrodollars. 





eveloped nations like the US 
and Europe are no longer the 
driving forces behind the surge 
in demand for oil. Emerging economies 
are radically changing the global en- 
ergy markets through their sheer size 
and pace of economic growth. As a re- 
sult, oil prices are shooting up alarm- 
ingly, while exploration of new reserves 
has become increasingly difficult. In 
the process, even oil exporting coun- 
ries have become net importers. The 
atest example is Indonesia, the only 
Southeast Asian nation in the Organi- 
‘ation of Petroleum Exporting Coun- 
ries (OPEC). 
Struggling to keep up with its oil 
»roduction quotas within the OPEC 
ind reduced to the status of a net oil 
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importer, Indonesia has decided to quit 
OPEC by the end of 2008. The move has 
been triggered by Indonesia's disap- 
pointment over OPEC's unwillingness 
to raise output, which pushed the cost of 
oil above $120 a barrel. Indonesia has 
seen its influence within the organiza- 
tion vanishing as its oil production fell, 
even as the organization gained more 
international clout with the entry of 
Angola and the rejoining of Ecuador in 
2007. Indonesia's total crude oil produc- 
tion has dropped by 40% to around 
860,000 barrels a day. The nation's cur- 
rent output quota for crude oil, as set by 
OPEC, is 1.45 million barrels a day, 
well above its production capacity, re- 
sulting in a deficit of $794 mn in its oil 
trade accounts. 





Ageing oilfields 

According to the US Energy Information 
Administration (EIA), Indonesia's 
crude oil output has fallen to abysmally 
low levels due to ageing oilfields. This is 
hastened by years of negligence and 
scarcity of investment. Though there 
are huge oil and gas fields to be ex- 
plored, in east Java, foreign companies 
remain skeptical about carrying out oil 
exploration in Indonesia because of the 
absence of proper regulatory regime. 
The Asian financial crisis in 1997-98 
also shattered the confidence of the na- 
tion and investment in oil exploration 
has stagnated. Since then Indonesia's 
production, largely concentrated in 
northern Sumatra region, has come to a 
standstill. The disagreement that is 
holding up the expansion of oilfields 
close to the central town of Cepu is an- 
other example of the obstacles that are 
affecting Indonesia's oil and gas sector. 
With more than 600 million barrels of 
projected oil reserves, Cepu can firmly 
catapult Indonesia as an oil exporter. 
Indonesia's state-owned oil company 
Pertamina and the  US-based 
ExxonMobil have been engaged in nego- 
tiations since 2001 over how to share 
revenue from the field. 

Indonesia's oil production peaked in 
1976, and after fluctuating for nearly 
two decades, began to head southwards 
in 1995 and by the end of 2004 it became 
a net oil importer. Indonesia on its part 
has done nothing to improve indigenous 
oil drilling and refining facilities. For- 
eign oil companies are not interested in 
investing in Indonesia because of exces- 
sive corruption and lack of proper legal 
controls. Of late, the government has in- 
creased the financial incentives for for- 
eign companies to invest in exploration. 
However, it finds itself in a situation 
where it has been forced to import more 
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“It’s difficult to pinpoint whether the country's decision is ‘right’ or ‘wrong’, as it 
depends on who is evaluating; and we need to consider facts and opinion from both, 
Indonesia and OPEC, to objectively answer this question." 


Do you think Indonesia, Southeast Asia's only OPEC 
member, has taken the right decision by deciding to 
quit OPEC, especially at a time when the organiza- 
tion has been expanding with new members like 
Angola and Ecuador? 

Pawel Kowalewski: Indonesia's decision 
seems to be justified and based on funda- 
mentals. The country is no longer an oil net 
exporter. Its authorities started to deliber- 
ate this move back in 2004, when Indonesia 
became an oil net importer. Entry of new 
members could hardly have any impact on 
the decision-making process. Angola’s pro- 
duction is on a sharp increase. Ecuador was 
most probably encouraged to return to OPEC 
by Venezuela. With the advent of two new 
members, Indonesia's exit will hardly affect 
OPEC’s ability to deliver eneugh oil. In the meantime, Indone- 
sia will most probably focus on its other challenges. 
Shamsher Mohamad: It's difficult to pinpoint whether the 
country’s decision is ‘right’ or ‘wrong’, as it depends on who is 
evaluating; and we need to consider facts and opinion from 
both, Indonesia and OPEC, to objectively answer this ques- 
tion. However, in my view, taking into consideration 
Indonesia's declining output (currently about 950,000 bpd), in- 
creasing consumption (about 1.3 million bpd), expensive fees to 
maintain membership (about $3.1 mn annually—this not in- 
cluding the expenses to maintain the staff at the OPEC secre- 
tariat), and the rather ‘insignificant’ producer status compared 
to other members, the decision is certainly right 
for Indonesia, even if such a decision seems to make other coun- 
tries unhappy. Adding more countries to the cartel is of no use, 
because the four major producers are the major players in in- 
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fluencing any inferences on expected oil price 
change. And OPEC decides the quota, based 
on production capacity; so small producers 
(even as a group) cannot expect to have much 
influence. 


Indonesia has been reduced to the status of a 
marginal net oil exporter. What are the reasons 
behind its current plight? 

Pawel Kowalewski: The production has 
been falling in this country since 1977. At its 
peak, Indonesia was producing around 1.69 
million barrels per day (mbpd). Throughout 
the first two decades, we observe gradual de- 
cline. Yet in 1999, the daily production level 
was slightly above 1.35 mbpd. However, in 
the last 10 years, the decline has gathered 
pace. In 2006 alone, it fell by almost 17%. As a result, this coun- 
try is producing half of what it produced in 1977. There are a 
number of factors which can explain it. Ageing wells, along with 
rather fruitless exploration efforts, are among the most impor- 
tant causes. Obviously, one must note that following the re- 
forms undertaken in 2001, the monopoly of the local giant 
Pertamina has been constrained. Nevertheless, it is widely be- 
lieved that there is significant room for improvement if Indone- 
sia wants to attract foreign investment. 

Shamsher Mohamad: Indonesia joined OPEC in 1962, 1.е., 
two years after OPEC was formed. Since then, its production 
has declined by 50% and consumption has increased twice, 
making it a net importer of oil since 2004. Some reasons for the 
decline in output are ageing wells, lack of investment in oil 
exploration, and therefore lack of new finds that could replace 


the drying wells. 


supplies from other members of OPEC 
such zs Iran, Kuwait and Saudi Arabia. 


Increasing burden of oil subsidies 
The confirmation of Indonesia's decision 
to puli out of OPEC came, as the price for 
premium petrol surged from 4,500 rupiah 
per liter to 6,000 a liter. When oil prices 
were comparatively less and production 
high, the government subsidized heavily 
gasoline, diesel and kerosene for consum- 
ers. In the process, the expenditure on 
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these subsidy programs has blown up in 
recent months against increasing crude 
oil prices. According to data from 
Cazenove Group, a private company that 
holds 50% interest in JP Morgan 
Cazenove, a joint venture with 
JP Morgan, Indonesia's fuel and energy 
subsidy bill is expected to cross $20 bn on 
fuel and electricity in 2008, driving the 
budget deficit to more than 2% of GDP. It 
is almost equal to a third of total govern- 
ment spending and a massive amount for 


a nation with a persistently underfunded 
health and education system. 

Purnomo Yusgiantoro, Energy Min- 
ister, has made it clear that the govern- 
ment can no longer offer subsidies that 
have kept oil prices about half the level of 
the US. The government was forced to 
make an unpopular fuel price hike as it 
struggled to bear the cost of importing 
gasoline and diesel at record high prices 
and selling it at heavily subsidized 
prices. The Indonesian government ex- 
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How far will Indonesia's exit affect OPEC’s ability to control global oil 
prices? 

Pawel Kowalewski: Indonesia's production amounts to less 
than 346 of the overall OPEC production. Therefore, its exit 
will hardly affect OPEC's ability to control prices. Actually, 
there are reasons to believe that this decision may strengthen 
OPEC. By being a net importer, Indonesia was not feeling com- 
fortable enough among oil net exporters for 
whom oil revenues amount to on average al- 
most 85% of the entire export. Therefore, with 
Indonesia on board, it was even more difficult 
for OPEC to reach a consensus. 

Shamsher Mohamad: No effect. As indi- 
cated earlier, Indonesia is not a major pro- 
ducer and its exit should have no effect on oil 
price change in world markets. If it were 
Saudi Arabia, Iran, Iraq, UAE or Kuwait, 
then the impact on the expected oil price 
change and the ability of OPEC to influence 
oil prices would be affected. 


Do you think we may be seeing the beginning of the 
end of the reign of OPEC, because of the changing 
global energy matrix? 

Pawel Kowalewski: Before answering this question, one 
needs more precision in formulating it. OPEC always re- 
frained from claims of having control on oil market. Right 
now, it controls something like 4446 of oil produced worldwide. 
Before Angola's entry and return of Ecuador, its share was 
even lower. It is all about OPEC's perception. One can argue 
about the magnitude of OPEC's influence on the world oil 
market. Nevertheless, this discussion goes often well beyond 
economic factors. And this is a big mistake. As a result of it, 
people either tend to underestimate OPEC's influence or over- 
estimate it. We should not perceive OPEC from the point of 
view of its strengths. OPEC is in command of a commodity we 
love to have, and without which life on earth is hardly pos- 
sible. In spite of that, there is a possibility for a dialog. An 
excessive reliance on oil is neither in the interest of OPEC nor 
consumers. Confining domestic production to one particular 
commodity is not beneficial for any economy. After all, OPEC 
countries are also aware of the so-called Dutch disease, and 
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that is why they consider diversification of their economies. 
Alternative sources of energy are needed anyway. But the 
quest for them must be properly orchestrated. The change in 
energy matrix must involve all the actors on the energy stage. 
Confining it to the oil consumers is myopic and may prove to 
be dangerous. A recent experiment with biofuels is a good 
example. Consumers tend to perceive OPEC as the supplier of 
the last resort. That means if alternative 
sources of energy fail to bring the expected 
results, there is always oil coming from 
OPEC countries. But this kind of attitude 
makes it even more difficult for OPEC coun- 
tries to diversify their economies. To sum 
up, in spite of the current efforts, oil as a 
source of energy is far too important to be 
ignored, and that is why OPEC seems al- 
most certain to remain a key actor on the 
energy stage in the years to come. 
Shamsher Mohamad: I wish it were true. 
How can that be, when 70% of oil reserves are 
in OPEC member countries? If we can have 
water as an alternative to oil to provide the 
required energy, then this statement will 
make sense. It will take another 100 years, if not more, for any 
global energy matrix to significantly change. Politicians like to 
use this line as a justification to show they are doing something 
to response to the current plight of oil price and its conse- 
quences. But I still want to look at the real facts rather than 
politics. 


Some industry analysts are of the opinion that Indonesia would do 
better to stay in OPEC, allowing the nation to try to influence global 
crude prices from inside the organization. 

Pawel Kowalewski: Obviously, one can live with the as- 
sumption that it is easier to exert influence on oil prices by 
being a part of OPEC rather than outside the Vienna-based 
organization. But Indonesia’s daily output amounts to some- 
thing like a little bit more than 1% of the global output. With 
such modest percentage, it is hardly possible to influence oil 
markets either by being a part of OPEC or staying outside it. 
Some analysts talk about the prestige stemming from being 
a part of OPEC. I agree that being a part of OPEC raises your 


pects to cap oil subsidies at approxi- 
mately 141 tn rupiah, down from 186 tn 
rupiah. Even after the latest oil price 
rise, Indonesian people still pay just 
$2.8 for a gallon of gas. The government 
still squanders billions of dollars on 
gasoline, diesel and kerosene, which is 
used by a majority of the low income 
people for cooking. The decision to slash 
subsidies up to 30% is a decisive step 
that can augur well for the economic 
growth in the long run. 
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Lost opportunity? 

This is not the first time that Indonesia 
has reevaluated its OPEC membership. 
In the past, teams commissioned by the 
government have recommended that 
the country maintain good relations 
with other oil producers, especially the 
heavyweights in the Middle East. They 
convinced that the nation would do bet- 
ter to stay in OPEC, which controls 55% 
of world oil production, allowing the na- 
tion to try to influence global crude 


prices from inside the organization. 
Subroto, former OPEC secretary gen- 
eral, feels “Giving up the seat on the 
13-member body would strip the coun- 
try of its ability to influence global oil 
prices during times of crisis. If we re- 
main in OPEC there is some obligatien 
from other members, if problems arise, 
to assist us." 

Indonesia's changed status as a net 
importer of oil means it will gain from 
lower oil prices, putting it at odds with 
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prestige. Nevertheless, authorities in Jakarta were for sure 
taking this factor into consideration. They must have had 
reasons which outweighed arguments in favor of remaining a 
part of the OPEC. At the end of the day, you cannot have the 
best of both worlds. 

Shamsher Mohamad: Except for the prestige of being an 
OPEC member, I don’t see any real clout for Indonesia in that 
role. It is always the major producers which have the excess 
capacity to increase production in the short-term that have the 
most influence in OPEC and its ability to influence oil price. 


What should the Indonesian government do now to cope with energy 
problems? 

Pawel Kowalewski: The key priority should be a focus on 
restoring order within its domestic economy as quickly as pos- 
sible. It will not be an easy process. The first step should con- 
sist of dismantling subsidies further. In Indenesia, petrol costs 
less than a half of what you pay in India. However, this opera- 
tion cannot take place within 24 hours. This issue is very sensi- 
tive and any eventual failure may end—in the worst case sce- 
nario—in social unrest. That is why preserving prudence is of 
extreme importance. Furthermore, lifting subsidies may end 
in fueling price increases. Inflation in Indonesia is already at a 
two-digit level, and with negative real interest rates, things do 
not look promising. Like the rest of East Asia, Indonesian mon- 
etary policies are linked to the US dollar. The fall in the value 


of US currency have made things complicated. Ideally, it would 
be better to wait for the strengthening of US dollar along with < 
gradual reversal in oil prices. The above-mentioned combina- ' 
tion would give more room for further dismantling in subsidies 
and hence more incentives for domestic oil industry to restruc- 
ture. But Indonesian sources of energy are not only confined to 
the oil. Indonesia is in command of almost 100 trillion cubic 
feet (tcf) of proven natural gas reserves. This country plays an 
important part in establishing a regional pipeline network in 
the ASEAN region. Focusing on gas industry will be most prob- 
ably one of the priorities for the government in Jakarta. The 
shift towards gas industry can be interpreted as one of the 
several reasons for Indonesia leaving OPEC. 

Shamsher Mohamad: Well, it could start to reduce con- 
sumption and increase investment in upstream oil explora- 
tion activities. This is more easily said than done, but there 
must be a structured long-term plan to reduce the dependence 
on oil and increase its production. 


Any other issues? 

Shamsher Mohamad: On other issues, maybe look into why 
US is not trying to curb the excessive speculation in oil futures 
and not releasing oil from its SPR to calm the market? Who 
actually benefits the most from the oil price increase? It's 
certainly US; and why is it asking OPEC to increase supply, 
when supply is abundant in the market? 


other members of the OPEC, who 
would like to have the oil prices stay 
higher. Indonesia’s interests have 
changed and it makes no sense for it to 
stay in OPEC. Furthermore, the deci- 
sion to subsidize oil and oil products is 
putting great pressure on its fiscal 
policy. So far, Indonesia has not got any 
advantage by being a member. There 


was no special treatment meted out to 
Indonesia once it needed to import oil 
from other members. As a member of 
OPEC, Indonesia has to pay approxi- 
mately more than $3.1 mn annually, 
apart from bearing the cost of financing 
government officials who attend 
OPEC's meetings regularly. Analysts 
are of the opinion that if the decision to 


Production of OPEC Members Compared to Quota (bpd) 
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come out of the cartel had been taken 
four years ago, Indonesia could have 
saved millions of dollars. 


Oil producers — Persistent concerns 
Indonesia is not the only oil exporting na- 
tion experiencing production problems; 
several of the major oil producers imme- 
diately need to address the drying output. 
Every year demand for oil is increasing by 
1.576, while production yield is decreasing 
by 8%. Algeria, Malaysia, and Mexico 
seem to be facing problems in their quest 
to bridge this gap. Saudi Arabia, which 
talked about reaching a potential produc- 
tion of 20 million bpd six years ago, was 
able to increase its capacity from 10 to 12 
million bpd only. The production of OPEC 
members such as Iran, Nigeria and Ven- 
ezuela, as well as Mexico and Russia, 
which sit at OPEC's table as observers, is 
also declining. 

It's time for the Indonesian govern- 
ment to switch over to alternative energy. 
Indonesia can take a leaf out of Germany, 
which uses solar energy extensively even 
after having nuclear power plants and 
never suffers from power shortages. Indo- 
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nesia currently has 20 million hectares of 
unused land. It can fulfill the national en- 
( ergy needs by cultivating jathropa plant 
to produce biodiesel at the cost of only 40 
cents per liter. Pavel Molchanov Equity 
Research Analyst — E&P and Alternative 
Energy, Raymond James & Associates, 
says "The most important thing the gov- 
ernment should do is to reform the regula- 
tory framework for foreign investment in 
its oil and gas industry in order to create a 
more efficient, transparent and business- 
friendly climate, thereby encouraging 
greater levels of investment. Secondly, 
the government should continue to phase 
out its petroleum subsidies, thereby 
stimulating demand management on the 
part of consumers." Indonesia's return to 
the OPEC fold in the future depends on a 
few big oilfield projects that are expected 
to start production in 2009. 


Are there any implications for the 
oil cartel? 
In the four decades of OPEC's existence, 
Indonesia has played a crucial role in 
the organization. One of Indonesia's 
most powerful contributions came a few 
years later the Southeast Asian country 
joined the organization in 1962. Ini- 
tially, OPEC focused on protecting the 
oil riches of its members from the 
clutches of the oil companies from the 
US and UK that were dominating the 
‚ industry. Indonesia showed the way to 


OPEC by inking the world's first produc- 
tion sharing contract, relegating the 
western oil companies from colonial su- 
perpowers to leased hands. Since then, 
OPEC has endured several challenges 
and at times has come close to the brink 
of disintegration. The organization has 
successfully waded through all those 
tribulations with discretion. 

Indonesia is an important country in 
the Southeast Asia and a prominent 
member of ASEAN. Indonesia has been a 
member of the first group of countries 
that joined OPEC soon after the organiza- 
tion was established by Iran, Saudi 
Arabia, Kuwait, Iraq and Venezuela. 
More importantly, the former Secretary 
General of OPEC was from Indonesia who 
led the OPEC competently for a couple of 
years. So from a political point of view, 
Indonesia's exit may not have any impact 
on the organization. But from an eco- 
nomic perspective, the quota of oil produc- 
tion is a key issue in OPEC. Nearly after 
half a decade, as several members of 
OPEC enjoy greater profits and power 
than ever before, Indonesia is leaving the 
organization, crippled by high oil prices. 

Pavel Molchanov says, “OPEC’s lack 
of meaningful excess capacity, with the 
sole exception of Saudi Arabia, has in- 
deed reduced its market power from the 
levels of the 1990s. That said, OPEC as 
a whole controls roughly 40% of global oil 
production and 65% of known oil re- 
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2004: Indonesia becomes a net oil importer 








– Pavel Molchanov 
Equity Research Analyst 
E&P and Alternative Eneray, 
Raymond James & 
Associates 


OPEC stipulates that only net oil exporters can 
be members. Accordingly, Indonesia's deci- 
sion is neither ‘right’ nor ‘wrong’, but the only 
decision it could have realistically taken under 
the circumstances. The loss of Indonesia's 
status as a net oil exporter is a function of two 
factors. First, its oil production is declining. 
Second, its oil consumption is on the rise. The 
declines in its oil production, every year thus far 
this decade, are due to: (1) normal organic 
declines from mature oilfields; (2) limited explo- 
ration activity and hence few new discoveries; 
and (3) an inefficient and bureaucratic policy 
framework for foreign oil investment. The in- 
creases in its oil consumption are due to: (1) 
rapidly rising population; (2) economic growth 
since the 1997-98 Asian financial crisis; and 
(3) artificially increased consumption due to 
generous petroleum subsidies provided bythe 
government (until earlier this year, when they 
were partially phased out). 





serves. This means that OPEC remains 
an important influence on the oil mar- 
ket, but its effectiveness will increas- 
ingly be measured by its ability to re- 
strain further increases in oil prices, not 
enforce a price floor (its historical role)." 
In the past, taking a pragmatic and logi- 
cal approach, OPEC encouraged major 
non-OPEC producers to cooperate in sev- 
eral areas. The non-OPEC oil producers 
in return, keeping their own interests 
and the global economic stability in 
mind, had cooperated with OPEC in 
terms of production planning and post- 
ing crude prices. Indonesia now produces 
a meager amount of oil, compared to the 
other members of the organization. 
Hence, the departure of Indonesia will 
not have any negative impact on OPEC 
in controlling oil prices. However, mem- 
bers of the OPEC need to understand 
that the benefits of member states wil 
be served best through collective соор: 
eration in the organization.» 


_ N Janardhan Rao and PS Sarath Chandri 
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Why Is Indonesia Pulling Out? 





When Indonesia was an oil exporter, it had greater flexibility in managing 
petroleum product prices. At present, most OPEC countries аге taking 
recourse to heavily subsidizing petroleum products, though it is not sound 
economics. 


- Dr. Bhamy V Shenoy 
Convenor of Mysore Grahakara Panshat 


Senior Advisor Center tor Eneray Economics at University of Texas, Austin 





Organization of Petroleum Export- 

ing Countries (OPEC), finally de- 
cided in May 2008 to suspend its mem- 
bership. It is a lone member from East 
Asia, while being the largest OPEC 
member in terms of population. Surpris- 
ingly, such a decision at this time of 
record oil prices has been received by the 
international oil market with unusual 
indifference. 

OPEC was formed in 1960 by Ven- 
ezuela, Saudi Arabia, Kuwait, Iran and 
[тад to coordinate their oil policies and 
stabilize oil prices. Soon after, in 1962, 
Indonesia joined OPEC. It was the 


| ndonesia, a long-time member of 
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smallest member after Qatar with its 
production around 0.4 million barrels 
per day (mbpd), accounting for less than 
4% of total OPEC production. Indonesia 
being one of the leaders of non-aligned 
movement, wanted to express solidar- 
ity with other developing OPEC mem- 
bers despite its relatively small 
amount of oil export. 

After reaching a high of 1.7 mbpd, 
Indonesia’s oil production has been fall- 
ing since 1991 (see Chart 1). Earlier, in 
1977 also, Indonesia had reached a high 
of 1.7 mbpd. The same chart also shows 
that the oil consumption has been in- 
creasing steadily from 0.4 mbpd in 


1980 to 1.12 mbpd in 2007. In 2004, 
Indonesia’s oil production exceeded its 
consumption. Thus, Indonesia has be- 
come a net exporter since 2004. It is this 
development of the country becoming a 
net importer which finally forced Indo- 
nesia to suspend its membership of 
OPEC. 

When Indonesia became a net im- 
porter in 2004, a committee formed to 
look into its membership made a rec- 
ommendation that the country should 
consider leaving OPEC. But Indonesia 
waited all these years to take the mo- 
mentous decision. Around the year 
1985, OPEC faced a crisis, with oil 
prices falling to single digit levels. 
OPEC members also experienced the 
problem of enforcing production quota 
to support higher prices. When most 
members, with the exception of Saudi 
Arabia, started to violate quota rules, 
there was even a talk of OPEC disinte- 
grating. There was also speculation 
about some small members leaving 
OPEC to avoid quotas, while enjoying 
the pricing support provided by OPEC. 
Some oil analysts even started to write 
OPEC obituaries. In the event, OPEC 
only got stronger. 

In 1992, Ecuador had suspended its 
membership to get over the restrictive 
quota problem. Later in 1995, Gabon 
left OPEC for the same reason. How- 
ever, in 2007, Ecuador rejoined OPEC. 
The African country of Angola also 
joined OPEC in 2007. Thus OPEC, at 
the beginning of 2009, will still have 13 
members controlling about 42% of 
world oil production (see Chart 2). 
OPEC has invited Sudan, Bolivia and 
Syria to join OPEC. There are rumors 
that Brazil may also consider joining 
OPEC. Despite the talks of OPEC de- 
mise in the past, it is unlikely that 
OPEC will collapse. 
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Because of the peculiar nature of oil 
as a commodity and its importance to 
the economy, there has always been 
some form of organization to control the 
rate of production. First it was Texas 
Railroad Commission. It was then fol- 
lowed by ‘Seven Sisters’ consisting of 
large multinational oil companies like 
ExxonMobil, Shell, BP, Chevron, etc. 
And since 1960, it has been OPEC led 
by Saudi Arabia. It is more than likely 
we will continue to have OPEC or some 
such body since oil reserves are con- 
trolled by a few sovereign countries. The 
departure of Indonesia, which is one of 
the smallest two oil producers after Ес- 
uador, will not have any impact on 
OPEC’s ability to control prices and 
also shape future oil production. 

It should be recognized that OPEC 
has been more successful in controlling 
prices while they are falling. But when 
the oil prices are increasing, their abil- 
ity to control prices has been limited. 
After the first two oil shocks in 1973 
and 1978, when OPEC used to set 
prices, they simply followed the market. 
Often they decided to increase the 
posted prices merely to reflect the mar- 
ket realities. When prices started to fall 
in 1981, OPEC’s true pricing power was 
recognized by the oil market. Again in 
the 1990s, when there was more than 
adequate oil supply capacity, OPEC, 
through its ability to control production, 
was able to prevent oil prices falling be- 
low $10 per barrel. However, when oil 
prices started to increase in 2003 and 


reached record prices in 2008, OPEC 
lost control of oil pricing and specula- 
tors took over the market. 

Oil-rich countries like Saudi 
Arabia, Kuwait, UAE, etc. with high re- 
serves to production ratios do not prefer 
very high prices. They are afraid that at 
high prices alternative energy sources 
may be developed to replace oil and they 
may lose their market share. They want 
high crude oil prices, but not high 
enough to promote alternate energy 





sources. Since 2003, there has been bet- 
ter balance between supply and de- 
mand for oil. World's surplus oil capac- 
ity has been declining since 2003 and 
has reached a critical level now. This is 
one of the driving forces behind the high 
oll prices. 

The world oil prices have been re- 
flecting the huge risk premium on ac- 
count of potential supply disruption due 
to any geopolitical reason or terrorism. 
Superimposed on this is the limited ca- 
pability of the refining industry to 
handle heavy and sour crude oil. In recent 
years, most of the increasing oil supplies 
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are heavy and sour crude oil. These four 
factors, namely excessive speculation in 
the unregulated futures market, declin- 
ing spare capacity to produce crude oil, 
limited refining capacity to handle heavy 
and sour crude oil and the ever-threaten- 
ing geopolitical realities, have limited 
OPEC capacity to put an upper limit on 
oil prices. This became evident when 
Saudi Arabia called the world leaders in 
June for a historic summit on oil prices. 
Though the Saudis promised to increase 


As one of the smallest oil producers in OPEC, Indonesia did not 
have much influence in shaping its policy, despite having the 
largest population among the members. Whatever prestige 
Indonesia may get as a member of a powerful cartel like OPEC, 


its membership may not confer any specific advantage. 


—Dr. Bhamy V Shenoy 


oil production and expressed their desire 
to have lower oil prices, the market de- 
cided to ignore such assurances and 
pushed prices to record levels. 

Some economists have attributed 
the decline in Indonesia’s oil production 
to the wrong oil policies of Indonesian 
government, high level of corruption and 
lack of efficient governance. While all 
these factors might have contributed to 
the decline in oil export, there may be 
other explanations like the inevitable 
impact of peak oil theory on Indonesia’s 
oil production. After all Indonesia is one 
of the oldest countries where oil has beer 
explored for a long time. 

It was in 1890 that oil in commercia 
quantity was discovered by Royal Dutcl 
Shell company in Sumatra. It is more 
than likely that giant oil reserves have 
already been found and oil productior 
had peaked way back in 1991. Some ma: 
argue against such a conclusion by point 
ing out to an earlier peak oil productio: 
of 1977. Though there is no certaint; 
that Indonesia has seen the highest oi 
production, it is more than likely that o 
production is set to decline or at best re 
main at the current level in the future 
Also, a developing country like Indone 
sia, with 235 million population, i 
likely to witness in the future an ir 


| September 2008 4 





UNAUDITED FINANCIAL RESULTS 
FOR THE QUARTER ENDED 30" JUNE 2008 


(Rs. in crore) 


Unaudited Audited 
Three months ended Year ended 


30-Jun-08 30-Jun-07  31-Mar-08 


. Net sales / Income ‘тот operations 


1,673.15 1,081.66 5,711.31 
. Other Income 189.22 150.09 670.53 
. Total Income 1,862.37 1,231.75 6,381.84 
. Total Expenditure 
a) Increase (-) / Decrease (+) in stock in trade -25.82 0.13 -30.17 
b) Consumption of Steres & spares 34.84 31.38 175.33 
c) Employees Cost 64.54 51.54 355.62 
d) Selling Exps incl. Freight out 210.71 122.44 918.56 
e) Depreciation 16.04 13.55 60.00 
f) Other Expenditure 73.57 63.15 355.03 
Total 373.88 282.19 1,434.37 
5. Interest - - - 
6. Exceptional Items - - - 
7. Profit from ordinary activities before Тах (3}-(4+5+6) 1,488,.49 949.56 4,947.47 
8. Provision for Tax - Current Tax & FBT 506.59 323.81 1,717.08 
- Deferred Tax 0.59 -0.02 -20.59 
9. Net Profit from ordinary activities after tax (7 - 8) 981.31 625.77 3,250.98 
10. Extraordinary items (net of tax expense Rs -) - - - 
11. Net Profit for the period (9 - 10) 981.31 625.77 3,250.98 
12.Paid-up Equity Share Capital (see Note-1) 396.47 132.16 132.16 
Face value Re 1/-per share Rs 10/-per share 
13. Reserves excluding revaluation reserves - - 8,157.49 
14.ЕР$ for the period (Rs.)-Basic and diluted 
before and after extraordinary items - 47.35 245.99 
EPS - post split & bonus issue 2.48 1.58 8.20 
(Not Annualised) (Annualised) 
15.Public share holding 
- Number of Shares (see Note-1) 6405462 2135154 


- Percentage of shareholding 1.62 - 1.62 


Ап unwaverin 
The result 


. Consequent to allotment of two bonus shares 
every share held, the authorised capital has be 
increased to Rs. 400 crore and paid up capita! 

Rs. 396.47 crore. 





2. The activities of Panna Diamond Project he 
remained suspended during the year, as per ! 
directions of MP Pollution Control Board апа! 
Empowered Committee of the Hon'ble Suprei 
Court and there is no change in the status 
UPFO plant. 


3. It has been decided to lease/sell the plant г 
machinery of Lalapur Silica Project. 


4. The Company has received 3 complaints fr: 
investors and all of them were disposed t 
therefore, complaints lying unresolved at · 
quarter ended 30-June-2008 be treated as "NI 


5.The above results have been reviewed 
the Audit Committee at its meeting held 
24-July-2008 and approved by the Board 
Directors at its meeting held on 24-July-200€ 
Hyderabad. 


6. The above Unaudited financial results have be 
subjected to limited review by the Compan 
Statutory Auditors. 


For and on behall 
NMDC Limit: 
S 


(Rana $01 
Chairman-cum-Managing Direc 


Place : Hyderabad 
Date : 24-July-2008 


ommitment to nation-building. 
speak loud and clear. 
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ES Sy cm ЕЕ us e aes Lg naudited _ bu 
СЕЕ саи © 80Jun08 30-Јип-07 31-Mar-08 Q1 - TURNOVER 
1. Segment Revenue Rs. 1673 Crore 
(net sale/income from each segment) 
a) Iron Ore 1,672.25 1,080.27 5,705.32 
b) Other Minerals & Services 0.90 1.39 5.99 
Total 1,673.15 1,081.66 5,711.31 
Less: Inter segment revenue - - - 


О 
Net sales / income from operations 1,673.15 1,081.66 5,711.31 5 7 О 


2. Segment Results 
Y (profit (+) / loss (-) before tax and 


interest from each segment) 01 i PBT 


a) Iron Ore 1,324.72 819.12 4,490.09 
b) Other Minerals & Services -2.62 -2.70 -24.36 Rs. 1488 Crore 
Total 1,322.10 816.42 4,465.73 
i) less : Interest - - - 
ii) Add : Other unallocable income 166.39 133.14 481.74 
net off unallocable expenditure 
| Total Profit before Tax 1,488.49 949.56 4,947.47 
3. Capital Employed 5 7 0, U P 
(Segment assets-Segment Liabilities о 
a) Iron Ore 629.40 620.49 935.10 
b) Other Minerals & Services -4.94 7.68 -7.12 
с) Other offices 8,444.57 5,579.20 7,148.02 01 - PAT 
9,069.03 6,207.37 8,076.00 Rs. 981 Crore 


NMDC Limited 


(A Government of India Enterprise) 
Regd. Office: “Khanij Bhavan”, 10-3-311/A, Castle Hills, 
Masab Tank, Hyderabad-500028 





website: www.nmdc.co.in 
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Indonesia's Reserves (billion bbls) 


crease in oil consumption, which will far 
exceed its oil production. Thus, the 
chances of Indonesia becoming an oil ex- 
porter again are likely to be slim. 

It is also useful to take a look at the 
oil reserves of Indonesia. Chart 3 shows 
the oil reserves from 1980 to 2007. It 
clearly shows that oil reserves have 
been declining in Indonesia since 1980. 
The reserve position in recent years has 
been encouraging, after a major down- 
ward revision in 1989. It has fluctuated 
around 4.5 billion barrels, with a reserves 
to production ratio of 12.4. For a mature 
ail country like Indonesia, where oil re- 
serves have not been declining at a rapid 
rate, it is indeed encouraging. It also 
shows the successful efforts of the oil in- 
vesting companies, despite the less at- 
tractive terms by the government to add 
to existing oil reserves. Though Indonesia 
is a net importer, it could have continued 
to remain as a member of OPEC. The 
OPEC membership will cost $3.1 mn to 
Indonesia, but it would have given Indo- 
nesia some prestige. According to the 
former Indonesian President of OPEC, 
Dr. Subroto, OPEC membership would 
have given some advantages during 
times of crisis. According to him, OPEC 
members would have been obliged to 
come to the assistance of Indonesia, 
should there be some oil shortage follow- 
ing some crisis. If this is indeed true, 
then, Indonesia has given up the chance 
of improving national energy security at 
a small cost of $3.1 mn per year. On the 
other hand, the Indonesian government 


1980 1983 1986 
Source: BP Review of World Energy Report for 2008 


might have concluded that during times 
of such crisis, OPEC might not be help- 
ful. In the case of developed countries, In- 
ternational Energy Association (IEA), a 
competitive institution to OPEC, will 
help the members during times of crisis 
caused by sudden oil shortage. But there 
is no such formal arrangement to help 
each other in the case of OPEC. 

As an oil importing country now, the 
interests of Indonesia are diametrically 
opposite to that of OPEC members. 
OPEC would like to control oil produc- 
tion to keep oil prices high, while Indo- 
nesia would like to have lower oil prices. 
Before 2004, it was Indonesia, along 
with Libya, Iran and N igeria, which was 
aggressive in pushing for lower OPEC 
production quota and higher prices. Un- 
der the changed circumstances, Indone- 
sia may find it uncomfortable to be in 


OPEC Oil Production Capacity (mbpd) 


12 


< Баша Arabia Van ШЕ Kuwait Nigeria 
Source: IEA O! Market Report 


48 | September 2008 | 





iraq Venezuela Angola Libya Algeria Qatar Indonesia Ecuador 


1995 1998 





the company of those whose motive is to Р 
transfer as much wealth as possible 
from oil importing countries to oil ex- 
porting countries. As one of the small- 
est oil producers in OPEC, Indonesia 
did not have much influence in shaping 
its policy, despite having the largest 
population among the members. What- 
ever prestige Indonesia may get as a 
member of a powerful cartel like OPEC, 
its membership may not confer any spe- 
cific advantage. 

Since Indonesia is a net oil importer, 
it cannot afford to subsidize petroleum 
products as it used to do before. Continu- 
ing the policy of subsidizing petro prod- 
ucts will have a detrimental impact on its 
economy. If domestic oil prices do not re- 
flect international prices, then the needed 
efforts to conserve energy consumption in 
general and oil consumption in particular 
will not take place. This will put a huge 
stress on the economy, as the country will 
be forced to import more oil in the future. 
If it diverts government revenues to pay 
for higher oil bills, it will not have enough 
funds to pay for the welfare of those who 
live below the poverty line. This can lead 
to social unrest in the future. To conclude, 
While Indonesia's decision to quit 
OPEC may have been dictated by do- 
mestic circumstances, it can be said 
that its departure from OPEC is a non- 
event in the international oil scene, as 
the country did not have any influence 
within the ОРЕС.в 
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The decision of Daiichi Sankyo, Japan's third largest pharmaceutical 
company, to acquire Ranbaxy Laboratories, India's largest 
pharmaceutical company and ninth generic drug maker in the world, is 


both shocking as well as welcome. 





The proposed transaction is in line 
with our goal to be a global pharma inno- 
vator and provides an opportunity to 
complement our strong presence in inno- 
vation with a new, strong presence in the 
fast-growing business of non-proprietary 
pharmaceuticals. With this acquisition, 
we will be present in 60 countries com- 
pared with 21 earlier. 


- Takashi Shoda 
President & CEO, Daiichi Sankyo 


When you are the leader, you have to 
set the pace for the industry. 


-Malvinder Mohan Singh 
CEO & Managing Director, 
Ranbaxy 
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is one is undoubtedly the most 
surprising as well as shocking 
acquisition in the Indian phar- 
maceutical industry. Shocking because 
it reverses the trend of the last 7-8 
years which saw Indian firms emerge as 
the predator rather than being the tar- 
get which they had been for long. Every- 
one hence expected the largest drug 
maker from the country to continue the 
momentum. The deal is a welcome one 
because it shows economics (of profit) 
should prevail over emotions. 

The reasons are not far to seek: the 
global pharmaceutical industry is fac- 
ing unprecedented challenges and is un- 
dergoing significant changes. ‘Big 
Pharma’ from rich countries, which have 


thus far rode on prosperity of their do- 
mestic markets, are looking at the sec- 
ond world to expand their presence and 
increase the scale to insure their matur- 
ing home base. In contrast, and para- 
doxically complementary to some ex- 
tent, the smaller companies from the 
developing economies are looking to be 
adopted and be provided security from 
the ever-changing business environ- 
ment in their backyard. 


The deal 


Ranbaxy Laboratories (Ranbaxy) pro- 
moters Malvinder Singh’s family has 
agreed to sell out their 34.8% stake to 
Daiichi Sankyo (DS), Japan’s third larg- 
est drug maker, at Rs 737 per share (ap- 
proximately totalling Rs 10,000 cr) at a 
premium of 31.4%, on closing share price 
of Ranbaxy on June 10, 2008. DS will 
also make an open offer to acquire 20% ol 
shares and an additional 9.4% via pref 
erential allotment. If it fails to raise it: 
holdings to or above 51% in Ranbaxy, as 
per the Indian regulations, then it will а: 
well opt for 4.9% shares through prefer 
ential issue of share warrants. 

This offer was an opportunity of : 
lifetime, as Ranbaxy's growth rate wa 
flat, though better when compared to it 
counterparts. However, it missed th 
target of 2007 of becoming $2 bn com 
pany, which raised the doubt further 0: 
the possibility of its reaching its mos 
sought-after aim to generate $5 bn re 
enues by fiscal 2012. The stock price « 
Ranbaxy, India's top drug maker, уа 
also not showing any positive sign e 
ther—while Sensex grew by 120%, BS 
healthcare index grew by 61.59% in tk 
past three years, Ranbaxy share prk 
showed a marginal growth of 5%. Кап) 
Kapadia, Head of Research (Pharme 
Prabhudas Liladhar said, "The valu 
tion is about 20 times of Ranbaxy 
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EBIDTA and about 4 times its total 
sales. It is a great deal. Other Indian 
promoters should realize that at the 
right place and at the right time, they 
should divest their stake instead of 
clinging on for emotional attachment." 
This deal has enhanced Ranbaxy's 
valuation to $8.5 bn апа will change the 
Indian pharmaceutical industry for 
good. Partly because it will open the 
gates to DS drugs to Indian market and 
partly the deal will persuade Indian 
pharma companies to either merge or 
sell out to reap the advantages of 
bumper payments and access to global 
markets. Through this deal, Ranbaxy 
becomes a part of $30 bn global pharma 
company, which in itself is а huge incen- 
tive for a small-time Asian company. 
On monitory terms, the deal will make 
Ranbaxy richer by $1 bn—much-needed 
to clear its $500 mn debt and the rest 
for acquisition and expansion. 
Moreover, for DS, it is like climbing 
the ladder quickly, leaping over its big- 
ger rivals and getting a hold on generic 
drugs market. “Ranbaxy has a good 
foothold in the worldwide generics mar- 
ket, which is lucrative and growing," 
said Prof. Jagmohan Raju of Wharton. 
The united entity (Ranbaxy and DS) 
will rank 15" in world pharma industry 
with presence in 60 countries. Further, 
DS will be Japan's second largest 
pharma company. Both the companies 
can reap the benefits through synergies. 
DS has innovative product portfolio, 
strong procuct pipeline and presence in 
regulated markets like Europe and 
America. Апа Ranbaxy boasts of its 
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cost competitiveness and strong generic 
drug line. The combination of these two 
covers the entire cycle of pharma indus- 
try. Moreover, "The Japanese market is 
saturated, and most of their patents 
expire in 2010. They have to look at new 
businesses," says Seiji Ota, a partner in 
New Delhi consulting company, BMR 
Advisors. 

However, Ranbaxy's global ambi- 
tions are hazy. At least for the moment, 


jor drugs compelled the pharma compa- 
nies to realign their R&D, which was for 
long carried out with certain amount of? 
disdain. The main cause for this is the 
huge costs involved in R&D, which 
comes to $800 mn (approximate cost for 
inventing a drug) and the duration for 
end product, which can take decade. Af- 
ter investing so much in terms of time 
and money, if the company fails to pro- 
duce a blockbuster drug, all that should 


The phasing out process of patents in 2005 has 

drastically affected the landscape of Indian pharma 
industry, which was mainly focusing on generic 
drugs and making huge profits through the same. 


Global Region-wise Saies of Ranbaxy 


its role in the combined entity is not 
clear. Even if it is, the Indian partner will 
have to operate according to the global 
goals of DS. As far as Indian prospects 
fer DS are concerned, the picture is clear. 
DS will hold 5% market share in the Rs 
33,000 cr Indian pharma retail market, 
tailgating Cipla. It can also launch its 
products at competitive prices and at the 
same time avail the benefits of low-cost 
manufacturing facilities in India. 


Maneuvering for greener 
pastures 

The phasing out process of patents in 
2005 has drastically affected the land- 
scape of Indian pharma industry, which 
was mainly focusing on generic drugs 
and making huge profits through the 
same. The end of patents period on ma- 
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be accounted for sunk-cost and that 
could hurt the financial health of the re- 
spective company beyond treatment. In 
this backdrop, major pharma players 
were on the lookout for acquisitions of 
companies which had decent R&D 
record. This scenario provided the re- 
quired backdrop for international 
pharma giants to look out for suitable 
match in the developing market, as they 
can avail the benefit of not only a well- 
placed pharma company but also the 
major scientific talent at low-cost. In 
the process, the big pharma companies 
can also insure their domestic matured . 
markets with the developing ones. In ef- 
fect, their short-term need and long- 
term compulsions are both met with 
one smart acquisition. 

This placed DS in the right place at 
the right time, as the current buyout, 
apart from a major share in 
Indian pharmaceutical market, will 
add patent advantage to DS's kitty of 
patented drugs. According to ‘Patenting 
Landscape in India’ by Evalueserve, 
Ranbaxy, which ranks 37% of 50 patent 
filers during 2005-07, accounts for 23% 
of the patent applications filed by dif- 
ferent domestic majors, and this would 
increase to 34% if Orchid’s (Ranbaxy 
holds 14.5% of Orchid’s shares) patent 
applications are included. In Japan, the 
combined entity can grab a major share 
in the generic medicine market, which is 
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estimated to account for 30% (or $24.6 
jn) of $82 bn of total medicine market 


in Japan by 2012. 


Moreover, Ranbaxy can tap the 
much-protected Japanese pharma mar- 
ket by being part of DS. “Ranbaxy could 
bypass a lot of European and US compa- 
nies that are finding it difficult to enter 
the Japanese market, where safety and 
testing requirements are a lot higher," 
said Raju. Pfizer, the number one 
pharma giant, followed the same strat- 
egy and formed alliance with Eisai in 
Japan for jointly marketing its Aricept 
drug for Alzheimer disease, and it has 
been the best-selling drug for Alzheimer 
in Japan. Another pharma which fol- 
lowed the same path is Lupin Ltd., which 
acquired 80% stake in Kyowa Pharma- 
ceutical Industry Co. Ltd., a $70 mn ge- 
neric pharmaceutical company. 

In the US market alone, Ranbaxy 
has pending approvals for 98 drugs, out 
of which it has first-to-file category for 18 
ANDAs (Abbreviated New Drug Appli- 
cation) which give it an exclusive right to 
market the drugs for 180 days along with 
the innovator. In 2007, the approximate 
revenue from these drugs amounted to 
$97 bn for innovators alone. Ranbaxy al- 
ready has secured the rights to market 
four drugs, namely esomeprozole, 
tamsulosin, sumatriptan and 
valcyclovir for 180 days. Innovators of 


yr ene drugs made $8 bn in 2007. 






On a Roll 
Ranbaxy's 5 Year Performance 
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ш FY 2008 Guidance 
„ Sales growth: 18% - 20% 
e Profit after tax growth: 20% - 25% 
Source: Ranbaxy 
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* Compound annual growth rate 
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Kazakhstan, Kyrgyzstan, Moldova, Russia, Tajikistan. Ukraine, Uzbekistan) 


However, it is not only the benefits 
of the deal which attracted Malvinder 
Singh's attention. Ranbaxy first pros- 
pered in the US drug market by selling 
generic drugs, but at the same time in- 
curred huge loss on litigation filed for 
infringements by top pharma giants. 
Second, the growing restrictions by In- 
dian Government on quality norms and 
price control in order to keep a tab on 
the blooming generic drugs market. 
This resulted in lower margins from its 


Ranbaxy first prospered in the US drug market by 


selling generic drugs. 


niche market which affected its returns 
adversely, resulting in the lookout for 
better viabilities by forming proper alli- 
ance. 


Setting a new trend? 
*Hospitals are now limited to just two 
brands for a particular pharmaceutical 
chemical compound. This tends to be 
the MNC that created the original and 
one generic manufacturer," says Eric 
Zwisler, CEO of Zueling Pharma China. 
The deal between Ranbaxy and DS 
will have a drip effect on domestic com- 
panies. Domestic companies may be 
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of Independent States (Armenia, Azerbaijan, Belarus, Georgia, 


compelled to take tough decision— com- 
panies' promoters may rethink their 
business models and agree to exit and 
grab deals which come their way. Some 
of them may also get deals as lucrative 
as Ranbaxy's, as the Indian market po- 
tential of $70 bn by 2030 is hard to re- 
sist for the global giants. 

Further, mid and small companies 
may become preys for domestic big com- 
panies which already have stakes. Like 
in Orchid Pharma and Zenotech Labs, 





Ranbaxy holds 14.5% and 47% stakes 
respectively. While Orchid is known for 
its active pharma ingredients and fin- 
ished dosage formulations, Zenotech 
deals with oncology and biologicals. 
This April, Orchid formed alliance with 
Ranbaxy to launch their formulations of 
finished dosages and active pharma :n- 
gredients in multiple geographies along 
with enhanced framework for future co- 
operation, after the latter was found to 
be vulnerable to hostile takeover. And 
now due to the deal between Ranbaxy 
and DC, Orchid can extend its business 
with the Japanese parent company. 
Orchid already owns a subsidiary in 
Japan named Orchid Pharma, Japan, 
to tap the rapidly growing generics mar- 
ket in Japan which is expected to grew 
to $5 bn from $2.5 bn by 2012. It is fo- 
cusing on a broad range of lifestyle and 
antibiotic products which cover chronic 
therapy and acute needs for Japan's 
growing aged population. Ranbaxy can 
also change its terms of agreement 
(with Orchid) based on a development 
strategy with its parent company as it 
holds 14.69% stake in Orchid througt 
Solrex (Solrex is formed through part 
nership between Rexcel Pharmaceuti 
cals, a wholly-owned subsidy o 
Ranbaxy and Solus Pharmaceuticals. 
DS is also planning to make an оре! 
offer to Zenotech's 20% stake, whicl 
amounts to $20 mn. Zenotech, whicl 
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employs 220 members including 50 sci- 
entists, has two R&D facilities—in 
Hyderabad and Princeton. Its strong 
product line includes oncology generics 
and specialty injectables. 

Th:s trend shows that the path for 
domestic companies is not smooth 
ahead. On the one hand, they can become 
prey to the global pharma companies 
which are finding difficulty in growth as 
few new drugs are coming from their 
R&D pipeline. On the other hand, do- 
mestic companies which depend on ge- 
neric drug sales are losing their profit 
margins as the price is reduced to as low 
as 90% of the original drug due to heavy 
competition among them. 

As if to heal these two problems 
with a single dose, ‘the hybrid model’ 
(companies involved in drug research 
and generics) is coming into play. Like 
Novartis has Sandoz for generics, DS 
with Ranbaxy will have a win-win situ- 
ation for both. But how this develop- 
ment will affect the common consumer 
remains uncertain. There could be two 
prospective outcomes, depending on the 
strategies of the big companies. Lever- 
aging their scale, they might undercut 
the domestic companies, which will re- 
duce retail price; or they could go for ag- 
gressive acquisitions and concentrate 
on the fragmented market, turning the 
Indian pharma industry into oligopoly. 
If corporate history is any evidence oli- 
gopolies are always not that beneficial 
for the consumers. Indian cement and 
steel industries provide ample evidence 
to the latter outcome. 


Opportunities abound 

Japan, with its $64 bn pharma market, 
provides huge growth prospects for the 
generic drug maker. Because of this, 
many domestic players are trying to 
form alliance to tap this mammoth 
market, which is next to US pharma 
market. Japanese pharma companies 
are also in search of perfect partnership 
in domestic market to benefit from the 
generic strength of the same. The deal 
between DS and Ranbaxy highlights 
the same point. “Daiichi would leverage 
Ranbaxy’s capabilities in the generic 
markets to strengthen its presence in 
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the emerging generic market in Japan. 
Daiichi would also benefit by leveraging 
the low-cost advantage of the Indian as- 
sets both in manufacturing and R&D, 
thus using Ranbaxy as an outsourcing 
hub for its products," said an analyst. 
According to the Institute of Popula- 
tion Problems of Japan, 23.6% of its 
population, by 2020, will be above 65 
years, making it one of the oldest popu- 
lated countries in the world, adding to 
its already overburdened healthcare 


Japan, with its $64 bn pharma market, provides 
huge growth prospects for the generic drug 


maker. 


system. This is the reason why the 
Japanese government is consciously 
trying to shift from prescription drugs 
to generic drugs. As Sarabjit Kaur 
Nangra, VP, research (pharma), Angel 
Broking, puts it succinctly, “It is the 
single largest regulated market in the 
world after the US and it offers high 
profit margins to companies. As the 
market is getting opened up, companies 
can explore large opportunities. How- 
ever, it will not be easy for Indian ge- 
neric companies to tap the market 
alone. They may have to look at joint 
ventures for marketing as they can le- 
verage on their understanding of the 
market. Besides, it will also help them 
speed up legalities and approval pro- 
cess." 

Ranbaxy with its generic drugs was 
а cause of concern for biggies like Astra 
Zeneca, GlaxoSmithKline and Pfizer 
and a suitable groom for DS. It recently 
had an out-of-court settlement with 
Pfizer for an undisclosed amount for its 
cholesterol drug Lipitor, the market for 
which is estimated to be $13 bn. 
Through this settlement, Ranbaxy will 
launch the generic version of Lipitor in 
November 2011 in the US with an ex- 
clusive 180 days marketing rights along 
with Pfizer and can launch Lipitor this 
year in Canada and start its revenue 
collection. The annual sale of Lipitor 
amounts to $1 bn in Canada and $8 bn 


in the US market. While Pfizer can earn 
an additional $13 bn during the ex 
tended period of 20 months (April 2010 
to November 2011) which it obtained 
through the settlement. In the mean- 
while, Ranbaxy will add an additional 
$1.5 bn to its revenue basket through 
Lipitor within a span of four years end- 
ing in May 2012 from other markets. In 
the recent past, Ranbaxy also had 
settlements with Astra Zeneca for 
Nexium, an ulcer drug, and with 





GlaxoSmithKline for two drugs, 
Valtrex and Imitrex. Ranbaxy's out-of- 
court settlement and enhancing its glo- 
bal presence through generic drugs in 
foreign markets has made it a safe bet 
for DS. For DS, whose aim is to cover 
emerging and mature markets with 
strong potential for growth and cost 
competitiveness along with comple- 
mentary business arrangement, this 
deal made perfect sense. 


A win-win deal 

The deal makes sense as it offers a 
win-win situation, at least in theory, 
for both the companies—inspiring the 
others for further consolidation. In- 
deed, Malvinder Singh has set the 
pace; the big money that he could bar- 
gain from a Japanese company is 
surely an invitation for the others to 
join the party. If the conservative (read 
miserly) Japanese could spare so 
much, it is anybody's guess what could 
the forward-thinking (read spend- 
thrift) Americans spare. Gobbling up 
small companies makes perfect busi- 
ness sense for the biggies considering 
that this will not only reduce competi- 
tion but will also provide a shortcut to 
otherwise hard-to-crack developing 
economies' markets.m 


\ 
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- Amit Singh Sisodiya and Sudesh Gonela | 
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Unaudited financial results for the quarter ended on June 390. 











| Quarter | 
Quarter ended Year ended 
Particulars ended 30.06.2007 | 31.03.2008 | 
| 39.06.2008 (Audited) (Audited) 











Net sales/Income from operations 


Share of profits in à 
firm ['Subsidiary'] 


partnership 
















| 468 | 
|o 
| 3 | Other Income | 
| 4 | Total income (1-243) 6 14,345 
i5 | Expenditure | 
| | (a) (Increase decrease in stock | 514) (263) (4,063) 
| in trade and work in progress | 
| | (b) Land cost 748 131 | 3,900 
| | (c) Consumption of materials 1,370 1.421 | 7.887 
| | and construction cost | 
| | (d) Employee cost 331 | 229 | 1,025 : 
| (e) Depreciation/amortization 89 | 83 | 350 | 
| (1) Other expenditure 3 1.940 
| | tg) Total ___ 11,039 
| 6 Interest (net) aa: 597 
| 7 | Profit before tax | 680 | 
|8 | Tax expenses | | 
| - Current tax 84 | 96 | 453 
| - Deferred tax (11) (5) (33) 
| - Fringe benefits tax 2 2 | 6 
9 | Net profit 505 408 2,283 
10 | Paid-up equity share capital 729 | 729 729 
| | (Face value per share - Rs.10) 
| П | Reserves excluding revaluation reserves | 9.154 
| (ав рег balance sheet) of previous | 
| | accounting year | 
12 j Basic and diluted EPS (in Rs.) 6.93 5.59 31.32 
| 13 | Public shareholding 
f ; c Number of equity shares 9,580,353 9,480,353 9 480,353 
| - Percentage of shareholding 13% | 13% 13% 





Notes 


l. There were no complaints from investors outstanding at the beginning of the quarter, 
The Company had received 23 complaints from investors during the quarter and 2 
complaints were reso ived/replied during the quarter. There was 1 complaint Sende 
to be resolved; ра atthe end ofthe quarter. 
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. As the Company's business activity primarily falls within a 


single business and geographical segment, there are no 
additional disclosures to be provided under Accounting 
Standard 17 ‘Segment Reporting’, 


. Details of utilisation of proceeds raised through public 


issue during 2006-07 


тли мля 


ж Particulars NENEE TY: 30, 2008 s | 
Net IPO proceeds | 3,374 | 
| Utilisation | | 
| Towards land acquisition | 2,569 | 
Development and construction of projects. 1,218 | 
Repayment of loans | 1,537 | 
ANON NERONE 

Total | 5,374 


C 
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. The auditors have conducted a 
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. The Company has changed its accounting policy for revenue 


recognition for sale of undivided share of land [gup 
housing] so as to exclude criteria relating to recognzion 
when the stage of completionofeach project reaches a 
2008, The 


Company has instead included criteria of certain minirsum 


significant level with effect from April 1, 


level of collection of dues fromthe customer before such 
revenue is recognised. Thishasresultedin additional 
revenue recognition and higher profits before taxes of Rs. 
321 million and Rs.150 million respectively during he 


quarter ended June 30, 2008, 


. This statement has been reviewed by the Audit Commettee 


and taken on record at the meeting of the Board of Directors 
ofthe Company held on July 24, 2008. 

of the 
above financial results for the quarter ended June 30, 2068, 


“Limited Review" 


‚ The financial statements of three months ended June 30, 


2007 was audited by another firm of chartered accountants 
and have been regrouped or reclassified, where necessaty’, to 
conform with the сштеп Dens, pres sentation, 


Foy and. on behalf o 
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Global Airline Industry 


In Troubled Skies 





The global airline industry will soon be flying into troubled skies, courtesy 
the runaway international oil prices, warns the International Air Transport 
Association (IATA). 





t was for the third time this year 
that the Internaticnal Air Trans- 
port Association (ТАТА) slashed 

its forecast for 2008 of a collective air- 
line industry profit. The loss forecast of 
$2.3 bn, with crude oil at $106.5 per 
barrel by the IATA, which represents 
more than 240 airlines around the 
world, contrasted with a projected 
profit о? $4.5 bn based on an average oil 
price of US $86 per barrel. “For every 
dollar that the price of fuel increases, 
our costs go up by US$1.6 bn,” said 
Giovanni Bisignani, IATA Director Gen- 
eral and Chief Executive. The industry's 
total fuel bill in 2008 is expected to be 
US$176 bn (based on oil at $106.5 per 
barrel) accounting for 3446 of operating 
costs, which will be $40 bn more than 
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the 2007 bill of $136 bn. However, the 
industry body has warned of more 
losses if the price of oil stayed at $135 a 
barrel; in that scenario losses could be 
$6.1 bn, it said. 

Aviation Turbine Fuel (ATF) is the 
most influential cost factor contribut- 
ing nearly 40% to the total operating 
costs. Hence, as ATF price increases, 
the airline industry counter-responds 
by increasing the surcharge. Analysts 
confirm that airlines have hiked fuel 
surcharge five times in the past five 
months. Adding to the costs further are 
development fees and ground handling 
charges which are raised exorbitantly 
by the new airports. 

The industry experienced six un- 
profitable years following the terrorist 


attacks in 2001 in the US, and aggres- 
sive cost-cutting measures since then 
have reduced non-fuel expenses and 
sales and marketing costs by 1696 and 
25% respectively, while increasing la- 
bor productivity by 64%. These achieve- 
ments encouraged [ATA to predict posi- 
tive growth. Also, in June 2004, IATA 
had initiated electronic ticketing pro- 
cess (only 19% of the industry were elec- 
tronic by then) which would save the in- 
dustry $3 bn a year (a paper ticket on an 
average costs $10 to process, while an 
e-ticket would cost just a dollar). How- 
ever, the rewards achieved by the 100% 
e-ticket conversion was short-lived as 
most of the airlines collapsed under ris- 
ing inflation and a sharp US economic 
downturn. 


Global scenario 

The US domestic market constitutes 
about 30% of global air traffic and it is 
the worst sufferer. The spiraling oil 
prices have battered the already belea- 
guered airline industry which was 
passing through a rough patch. The pe- 
riod between 2001 and 2003 was re- 
plete with troubles when the industry 
and particularly the US carriers were 
rocked by terror threats, war and Se- 
vere Acute Respiratory Syndrome 
(SARS), causing overall slump in air 
travel. While a majority of traditional 
airlines suffered heavy losses, the low- 
cost carriers managed to stay profit- 
able. Turbulence caused due to housing 
bubble and subprime crisis since July 
2007, followed by oil shocks with crude 
oil soaring to a triple digit of US$140 
plus per barrel, have had telling ef- 
fects, even as the industry is grappling 
with the situation by raising fares add- 
ing new fees and surcharges, forced 
mergers, grounding planes, reducing 
services and seat capacity, deep re- 
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1 INTERVIEW 





"These periods of crises will reveal the structural problems in the industry, i.e., 
inefficiencies and lack of competition that exist in the air — system in many parts 


of the world." 


The IATA has projected the и financial perfor- 
mance of the airline industry attributing the reasons 
to the rising fuel costs. Please comment. 
Dr. Hans Huber: The problem with IATA is 
that it's a trade organization, thus repre- 
senting their members' interests. The perfor- 
) mance of individual carriers is not stressed 
* at all. In other words, rather than finding the 
easy and seemingly obvious scapegoat of 
high fuel prices, it would be in the greater 
interest of society to check whether the major 
players are truly competitive. Why is it that 
the real low-cost carriers refuse to join the 
IATA cartel and still manage to break-even 
(and grow their networks) even during eco- 
nomic hard times? Why is it that Ryanair's 
CEO Micheal O'Leary does not start whining 
about fuel and focuses on adding more value 


to the customer instead and saving more costs? Ryanair's 
network keeps on growing, and people continue to take their 





Dr. Hans Huber 
Associate Professor, Shailesh J 
Mehta School of Management 

Indian Institute of Technology (IIT) 
Bombay, India — . 





flights at prices that reflect real costs. IATA airlines prefer to 


hide their inefficiencies and organizational slack through 
more fuel surcharges, etc. A similar logic can be applied for 
regional airlines that have grown much faster (excluding In- 
dia) and are not members of IATA. They serve the more chal- 
lenging and less dense markets, which are indispensable for 
. domestic air service. ТАТА is probably preparing the terrain 


for new government bail-outs—something 
that is totally unjustified, given the lack of 
true competition and the long tradition of 
privileging the same few carriers over and 
over again in this industry. IATA is an insti- 
tutional barrier to competition as well as a 
barrier to greater consumer welfare. The 
ecological track record of its member air- 
lines is pathetic as compared to operations 
performed by many low-cost carriers, but 
that's another subject. Unfortunately, In- 
dian airlines most recently decided to follow 
the same path of its oligopoly brothers from 
North America, Europe and elsewhere. 
Richard Aboulafia: We're looking at a dev- 
astating combination of falling demand and 
rising prices. In the 1970s, this unpleasant 
combination was called stagflation. The 


only way out of it is to shrink the industry, and hope to recover 
pricing power. 


Several carriers are planning M&A. To what extent will it help? 

Dr. Hans Huber: The mergers in India have already hap- 
pened. Lots of promised synergies, little delivered. In many 
cases, consultants and managers talked about possible syn- 
ergies when the mergers had already been decided. It is no 
secret that without the mergers, most of these players would 


trenchments and job cuts, salary re- 
ductions, etc. Aloha Airlines, Frontier 
Airlines, Champion Air, ATA Airlines, 
Skybus Airlines and Eos Airlines are 
among the few to stop operating, while 
mergers between big carriers such as 
American, Continental, United, 
Southwest Airlines and US Air are 
also reportedly in the offing. Many US 
airliners are reported to be under 
heavy debt. 
Oil crisis is a double-edged weapon, 
with its effects on both the cost side 
à Á and the revenue side. While airliners, 
in the wake of high oil prices, increase 
fares to minimize their costs, the fall 
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in demand due to inflation, overpric- 
ing, poor and inefficient airport ser- 
vices results in declining revenues. The 
credit crunch in the present economic 
downturn has impacted the business 
community, leading to many elite trav- 
elers shifting from first class to 
economy class, drastically affecting 
the revenues earned, particularly for 
the European carriers who have from 
the beginning relied heavily on pre- 
mium travel. 

However, a section of industry ex- 
perts opine that Asia-pacific econo- 
mies are strong enough to withstand 
the crisis and weather the US eco- 


nomic storm. According to Dr. Subir 
Gokarn, Chief Economist, Standard & 
Poor's, “Strong regional drivers will 
help insulate the Asia-Pacific from the 
adverse impact of a moderate US re- 
cession. While growth in the region 
would slowdown, it would nevertheless 
remain positive." Major carriers re- 
mained profitable despite tough com- 
petition and rising prices. А report by 
Association of Asia Pacific Airlines 
(AAPA) states that in 2007, 17 AAPA 
member carriers posted a combined 
revenue of US$103 bn, 11% higher 
than the previous year and a profit of 
US$5.2 bn. 
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have gone bust (and this was before oil sold at US$135)! Nev- 
ertheless, the dominant opinion in the industry is that such 
consolidation would stabilize prices. IATA would of course 
agree with that. In my view, that's untrue. The case of India 
shows that passengers (less so for non-business) are ex- 
tremely price-sensitive. The fact that de- 
mand growth in the first half of 2008 has 
gone down dramatically illustrates this 
point. In reality, industry consolidation 
doesn’t really make carriers any more effi- 
cient or competitive. These carriers continue 
to occupy space in the market that they do 
not deserve from a standpoint of competi- 
tion, because other carriers with better cost 
structures would serve them much better at 
lower prices. However, consolidation allows 
keeping entrants (and competition) out ef 
the game for a bit longer. Consolidation in 
India means more oligopolistic market 
structure. This won’t help grow networks, it 
won't help bring down cost structures, it 
won't help serving less dense routes. But the 
customer will pay more, including for 
pseudo-service that he neither requires nor demands. This 
merger mania is no panacea and is absolutely unhealthy for 
the development of Indian air traffic in the future. The disas- 
trous integration between Air India and Indian is another 
example why sometimes firms (or just one of both entities) 
should better have left the industry. 

Richard Aboulafia: It's probably too late for mergers, except 
those that are already in the pipeline. Delta/Northwest was 
always the one clear prospect. For the others, merging in the 
midst of higher prices and a heavy losses is a very dangerous 
tactic. Ir the short run, mergers are expensive, which is why 





Richard Aboulafia 
Vice-President, Analysis 
Teal Group Corporation 

Fairfax, US 





better shape. Any benefits from mergers are accrued in the " 
long-term. A weak airline, or airlines, might not be there to 
enjoy those benefits. 


Carriers are resorting to grounding planes, capacity reduction, job cuts, 
closure of unviable routes, etc. What other options 
do they have to optimize their revenues? 

Dr. Hans Huber: The measures being men- 
tioned address cost issues, not revenue 
streams. In the past, high cost structures 
and inefficient operations have never been 
effectively addressed in India. In order to do 
so, one needs long-standing expertise in 
managing commercial airlines, which has 
clearly been lacking. Air Deccan is a good 
example: promising to bring the flight expe- 
rience to the ‘common man’, it showed cost 
structures that were much too high. The in- 
tegration with Kingfisher is now focusing on 
repositioning, marketing, branding, etc. 
This means that future revenue streams 
(yields) should significantly improve. But 
how many ‘common people’ will be able to 
afford such tickets (or require all that ‘full service’ that goes 
with it)? Once again, one has to start with the lowest pos- 
sible eost structures, even if it means curtailing routes in the 
beginning. Ryanair also has grown from little beginnings. 
Most Indian carriers seemed to know better and did not 
need to learn about the market, operations, etc. little by 
little. Ironically, the best innovation in terms of generating 
incremental revenue comes from low-costs such as Ryanair. 
They understand their customers’ real needs. It's just amaz- 


now offering to the common man' on board (rather than im- 


they should have been executed when the industry was in 


Cost-cutting measures 

As many as 24 airlines have gone 
bankrupt according to industry offi- 
cials and the worst is yet to come, they 
warned. As a short-term measure, 
many carriers are preparing for capac- 
ity recuction. This trend, which has al- 
ready begun in the US with United and 
Delta airways, is spreading to Europe 
also. 

Besides mergers and consolidation, 
optimizing routes and adopting modern 
navigational procedures, airlines are 
searching for new fuel-saving measures 
with renewed urgency. Some of them in- 
clude: parking aging jets and replacing 
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posing it on him). 


the same with new and fuel efficient 
ones (it is reported that Northwest is 
retiring DC-9 jets, American is ground- 
ing its MD-80s, while United is parking 
six 7475); washing the dirt, grime and 
debris of jet engines (it is reported that 
Southwest has already saved $1.6 mn 
by doing so); carrying less water for 
bathroom faucets and toilets; replacing 
passenger seats with lighter models; 
flymg the planes at a lower speed; re- 
placing bulky drink carts with lighter 
ones; eliminating printed manuals and 
displaying the information on computer 
screens, etc. According to Gary 
Edwards, Director of Delta, *We're re- 


ally fine-tuning to get to that sweet spot 
of efficiency." 


Options to beat oil blues 

Hedging programs are being seriously 
considered by many airlines as a way 
out. Hedging 15 a financial tool with a 
cost factor that helps in covering the 
losses to a certain extent due to rapid 
price changes. According to Richard 
Aboulafia, Vice-President, Teal Group 
Corporation, hedging requires two 
things—a reasonably strong balance 
sheet and a far-sighted management 
team that has rigorously analyzed fu- 
ture pricing trends and possible sce- 
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Richard Aboulafia: Airlines have three choices: reduce ca- 
pacity through mergers, reduce capacity on their own, or go 
bankrupt. 


Global carriers are incorporating sustained hedging programs 10 main- 
tain fue! costs. The Dallas-based Southwest Airlines has set an example 
which remained competitive despite rising costs. Please elaborate. 

Dr. Hans Huber: The last thing that one can say is that 
Southwest airlines’ competitiveness would be due to its 
hedging program. This is not the case: Hedging is a financial 
mechanism that helps to defer, for example, the impact of 
changes in fuel prices on the carriers’ expenses. But it's a 
bet—if fuel prices go the other way, one is stuck with paying 
higher prices. Also hedging does not come cheaply. So, as long 
as price changes remain within a certain bandwidth of say 
+/-10%, it will not be very interesting to incur such costs. Most 
importantly, hedging cannot defer the impact of sustained 
higher prices forever. If Brent Oil will stay at $120 or higher, 
former hedging contracts will expire, and new much more ex- 
pensive ones need to be bought if further price increases were 
expected. But this remains a bet. Also, European carriers find 
some sort of natural hedge' in the fact that the euro has been 
appreciating against the US dollar. As Brent crude oil is 
traded in dollars, the impact on European airlines has been 
somewhat reduced over the last year or so. Hedging does not 
constitute any competitive advantage to airlines, particularly 
no sustainable one. Rather, airlines should concentrate on 
managing their operations right, serving their customers 
what they need most and keeping costs as low as possible. 

Richard Aboulafia: Hedging fuel takes two things: a reason- 
ably strong balance sheet, and a farsighted management 
team thet has rigorously analyzed future pricing trends and 


possible scenarios. Most legacy carriers are lacking either of^ 
these things. And the problem only gets worse as time passes. 
If you have neglected taking up a hedge position, you are un- 
likely to consider starting to hedge as prices rise. Afterall, 
who finds it easy to reverse themselves after they have placed 
a bet, even if they realize they might lose? 


What is your future outlook for the industry? 

Dr. Hans Huber: I hope that these periods of crises will reveal 
the structural problems in the industry, i.e., inefficiencies and 
lack of competition that exist in the air traffic system in many 
parts of the world. However, the situation in India seems par- 
ticularly dramatic for most of the players. Private equity and 
promoters of new airlines cannot evince their part of the re- 
sponsibility—some years back they literally inundated the 
Indian market with capital, despite the sector's notorious track 
record. Too much investment too quickly, too aggressive growth 
plans, no real managerial responsibility in the case of failure, 
reckless financing and premature aircraft purchases—the In- 
dian regulator let it all happen. Maybe less leveraged finance 
and more managerial competence in aviation would have been 
better, too. Finally, the regulator that allowed 40% traffic 
growth from 2006-07 on clearly deficient infrastructure in the 
metros should also do some critical introspection on its role in 
the current disaster. 

Richard Aboulafia: The sky is not falling. It just feels that 
way. Much depends on fuel prices and demand elasticity. We 
know very little about the first, and the second might just 
change. But we will lose at least a few years of traffic growth 
Hopefully, after pricing power is recovered and airline healtk 
is restored, we'll see demand growth again. This process wil 
be painful, but the industry will survive. 


narios. In the light of current unpredict- 
able movement of oi! prices, it is only 
prudent that the airliners undertake 
such programs. Also, as Dr. Hans 
Huber, Associate Professor, IIT 
Bombay, says, as long as price changes 
remain within a certain bandwidth of 
say +/- 10%, it will not be very interest- 
ing to incur such costs. 


Indian context 

The prolonged global economic down- 
turn, coupled with oil price spike, has 
had knock-on effects on Indian airline 
industry too. Decline in demand for air 
travel, excess capacity, competition 
from road and rail travel and overall in- 
crease in other costs due to inflationary 
pressures and price hikes have resulted 
in unprecedented losses enervating the 
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industry and forcing them to declare 
bankruptcy. As Kapil Kaul, CEO, Cen- 
tre for Asia Pacific Aviation (India) puts 
it, high prices of jet fuel have always 
been the biggest barrier to the 
industry’s profitability. Even with crude 
oil price under $20 in 2002 the industry 
was barely profitable, how the industry 
will sustain at the current rates, he re- 
flected. Moreover, ATF prices in India 
are higher, as compared to other coun- 
tries, mainly due to high taxes. 
Experts in the industry opine that 
the low-fare model is not appropriate 
for India. The low-cost model refers to 
airlines with a lower operating cost 
structure than their competitors. For 
quite sometime, the combination of 
low fares and increasing affordability 
with rising incomes seemed to work 


very well with a growth in passenge! 
traffic at a Compound Annual Growtt 
Rate (CAGR) of 25.596 upto 2006-07 
Air Deccan is the pioneer in introduc 
ing this low-cost concept, and initiall; 
its fares were 30% less than those ol 
fered by its rivals such as Indian Air 
lines, Air Sahara and Jet Airways. It 
huge success attracted more than 
dozen low-cost airlines in Indie 
Jetlite, SpiceJet, GoAir and Para 
mount Airways are some of the fe 
LCCs giving stiff competition to Ai 
Deccan now. 

It now seems that the era of chea 
travel is over. Currently, the industr 
consists of many unprofitable airline 
with excess capacity leading to ur 
healthy competition and reduction j 
volumes. Even after having contril 
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uted significantly to the industry's 
growth, mounting fares have damp- 
( ened the yield and revenues as they are 
unable to afford the same and in order 
to combat the current situation are 
seeking alliances or mergers with big- 
ger players and also resorting to clo- 
sure, reduction or cutting down some of 
the routes/flight frequencies. Though 
with the reduction of jet fuel price by 
over 4% by oil companies and a 5% re- 
duction in customs duty, the airlines 
are against any rollback in fuel sur- 
charge and reluctant to pass on the 
benefits to the customers, retorting 
that the reduction is minuscule with 
very little impact on their operating 
costs. Moreover, unlike in the US or 
Europe, where LCCs operate from sec- 
ondary airports or in non-peak hours 
from main airports, which helps in 
maintaining low landing, parking and 
airport charges, aviation infrastruc- 
ture is not feasible enough for Indian 
LCCs to balance their costs, hindering 
their savings and profitability. 
Despite slower growth rate in 
2007-08 at 996 as compared to the pre- 
vious year’s 9.6% growth, India contin- 
ues to be one of the fastest growing 
economies of the world, showing expo- 
nential growth in domestic and interna- 
tional air traffic as also its cargo move- 
ment. According to government esti- 
mates, growth in this sector will out- 
pace the global average until 2025 with 
India’s air passenger travel expanding 
at about 25% a year. Passengers carried 


Soaring Oil 


Average price of West Texas Intermediate (WTI) crude oil in US Dollar 


2000 2001 


Source: US Energy Information Administration (EIA) 
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by domestic airlines increased by 27.9% 
to 64.9 million passengers in the first 
three quarters of 2007-08 against 50.74 
million in the same period last year, 
while international movement in- 
creased by 17.1% with 21.7 million pas- 
sengers. Simultaneously, freight traffic 
on both domestic and international 
routes grew by 8.196 and 12.5% respec- 
tively. The IATA estimates Indian avia- 
tion business to grow from US$5.1 bn to 
US$5.6 bn this year, while Ernst & 
Young report expects demand for pri- 
vate or business jets in India to grow at 
50% on an annual basis over the next 
few years. 


Outlook 


Quoting the skyrocketing oil prices as a 
perfect storm in the light of current fi- 
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nancial imbroglio, Bisignani prevailed 
upon governments, industry partners 
and labor to deliver change. "Oil is 
changing everything. There are no easy 
answers. To survive this crisis, even 
more massive changes will be needed 
quickly," he said. In this regard. the 
leaders of the airlines industry across 
the world unanimously agreed to ғ 
resolution made at the IATA 64" Ап 
nual General Meeting and World Au 
Transport Summit at Istanbul, whicl 
inter alia includes: elimination of ar 
chaic rules preventing airlines from re 
structuring across borders; refraininj 
from imposing multiple and addi 
tional punitive taxes other than the ex 
isting fees and charges; state servic 
providers to invest on modernizing ai 
transport infrastructure, eliminatin 
wasteful fuel consumption and emi: 
sions; monopoly service providers t 

become as efficient as airlines; labc 

unions to refrain from making irri 

sponsible claims and join the effort 1 

secure jobs in aviation; and autheritie 

to enforce the integrity of markets : 

that the cost of energy reflects its tr 

value. 

In the present high-operating-co 
environment, the global airline indu 
try can restore its health with new bus 
ness models and bringing about stru 
tural changes in its performance.» 


— Amit Singh Sisodiya and KS Reve 





Reference 4 01M-2008-09-11. 


| September 2608 | 


Ш INDUSTRY 





Indian IT Industry 





De-Risking Drive 


With the slowdown in the US economy, the Indian IT majors move to 
diversify into emerging markets in an effort to de-risk their business models. 





he anxieties over the harsh im- 

pact of the slowdown in the 

world's largest economy, the US, 
the chief revenue source for the Indian 
large software companies, and the sub- 
sequent fear of a strong possible reces- 
sion in the country have led the Indian IT 
majors to shift their focus on the emerg- 
ing economies such as the Middle East, 
Latin America and Africa, of late. The 
US accounts for the largest share—over 
9090—0f India’s software and 
outsourcing. However, since the largest 
economy bends towards a recession in 
the wake of the so-called subprime mort- 
gage crisis, companies such as Satyam 
Computer Services Ltd., Infosys Tech- 
nologies and Wipro are looking forward 
to diversify their customer base and de- 
risk their business model. The West 
Asian and the African countries would 
be the bes: alternatives to our export- 
dependent sectors if they invest a lot 
more to expand markets and supply 
chain links in such markets. 


Bleak US scenario 
The US slowdown which is due to the 
structural readjustments of the country 
on the one hand, and the strengthening 
of the Indian rupee on the other, had se- 
verely impacted the revenues and earn- 
ing growth rates of all Indian software- 
driven service companies in general and 
the mid-s:ze IT/ITES companies in par- 
ticular. Mid-sized companies are al- 
ready experiencing the pinch of a slow- 
down in business, which is clear in the 
Q3 results in 2007. 

At present, the consumer confidence 
index in the US is unexpectedly on a 
‘ive-year low. Many experts opine that 
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as a result of the low consumer spend- 
ing, the corporations have also cut back 
on spending, and while doing so, they 
will certainly think about the low-hang- 
ing front, which in many cases are the IT 
budgets. Hence, it will obviously affect 
the Indian IT companies. However, the 
leading IT companies had all acknowl- 
edged that the IT budget decisions by 
the US corporate houses were getting 
delayed, particularly in the Banking, 
Financial Services and Insurance 
(BFSD sections. Hence, due to this de- 
lay in the decision-making process, 
their potential clients continue to be on 
a wait-and-watch mode. 

This is why pressure on IT budgets 
of the US clients has caused the compa- 
nies to uphold their operating margins 
by moving extensive work offshore and 
re-focusing on local demand and earn- 
ing from non-dollar economies. “There 
is huge nervousness in the financial sec- 
tor in the US and Europe but interest- 
ingly, unlike in the past, IT firms have 
already begun reacting and we are look- 
ing at ways to prune costs to counter the 
current situation," said Wipro CEO 
Sudip Nandy. The larger IT companies 
are well-placed to soak up any impact of 
the US slowdown because of their range 
of operation. There are strong reasons 
why the IT majors are tapping into such 
emerging markets. 


Beyond US shores 

According to the research and advisory 
firm Gartner, the spending on Informa- 
tion Technology in Asia-Pacific, Latin 
America, the Middle East, Africa and 
Eastern Europe is to hit $1.1 tn in 2008. 
Furthermore, the same in 2011 will 


touch $1.3 tn, posting a compounded an- 
nual growth rate of around 8.596, com- 
pared with 4.396 growth in the mature 
markets. Indian IT companies are now 
looking forward to negotiating a num- 
ber of deals in the emerging economies. 
For example, Satyam is negotiating a 
score of deals worth $10-30 mn in Asia- 
Pacific, the Middle East and Africa. 
Tejas Doshi, an analyst at broker 
Sushil Finance, says, “The deals we are 
seeing in emerging markets now are 
just the beginning." 

In addition, the companies are also 
focusing on the domestic market by 
stretching their services delivery infra- 
structure within India by moving into 
tier-II and tier-III cities. They have em- 
phasized on retaining or enhancing cost- 
competitiveness, improving customer 
comfort, and moving closer to the cus- 
tomer locations. ^We are seeing huge po- 
tential in India and the Middle East with 
considerable investments being 
planned," says Wipro Chairman Azim 
Premji. Infosys is now moving towards 
the fast growing Japanese market, and it 
aims to enhance sales in Japan to 10% of 
global sales by the year 2010. Likewise, 
Tata Consulting also sees the emerging 
markets accounting for 20% of its revenue 
in five years, up from about 8% now. 


Boon in disguise 

The Indian IT majors are not only 
broadening their horizons to become 
global leaders but also emphasizing on 
innovation and new delivery model. A 
number of Indian large companies are 
looking at the US slowdown as an ор- 
portunity than a menace. TCS, the 
country's largest software exporter, 
views this crisis as a chance to develop 
by correctly managing costs and driving 
process efficiencies in the business. 
Even the small and mid-size Indian IT 
firms which mostly depend upon the US 
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Salient Features 

«According to the syllabus prescribed by the institute of Chartered Accountancy Examination. 

+ Special edition of cost Accounting for CA-PCC Students. 

. Alarge number of new problems have been included. 

* Ineach chapter a separate section is given comprising latest problems of CA examinations. 

‚ Atthe end of the book Question papers of PE-Il and PCC Examinations have been given with 





Ы didn full solution. 
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INTERVIEW 





"Compared to a few years back, spends in the emerging economies are much higher 
and the buyers are far more sophisticated and appreciate world-class quality." 


What is your view on the Indian IT companies shift- 
ing focus to emerging markets such as the Middle 
East and Africa? 

Suresh Senapaty: Indian IT services com- 
panies pioneered a business model that de- 
livered a higher quality service at much 
lower cost. This became a tremendous suc- 
cess and we started winning the existing IT 
spend from the developed world. The model 
emerged so powerful to force the traditional 
MNC IT players to adopt it for their survival 
and competitiveness. 

'The emerging world (and countries like 
India, Middle East and Africa) represent 
the new IT spend. They are spending large amounts on IT for 
development and modernization and improving the quality 
of life. When they choose their partners for growth, they are 
choosing the winning model (vs. the legacy model) and hence 
naturally choosing an Indian partner like Wipro. We see ex- 
citing prospect for us in the next 3-5 years in the emerging 
markets. 

Virender Aggarwal: In the past, we have observed a strong 
commodity boom causing an increase in prices for coal and oil 
in the Middle East and African region. Today, there 
are tremendous growth opportunities within these rich Afri- 
can and South American nations. Satyam foresees this pro- 
gressive growth, as more multinational companies are be- 


coming more global. 





Suresh Senapaty 
ED & CFO, Wipro, Bangalore 





Satyam’s focus on ‘emerging markets’ is 
not a new phenomenon and is not a direct 
consequence of an anticipated possible 
slowdown in the US markets while we con- 
tinue to reduce our dependence on US 
markets. For instance, we don’t see any 
slowdown in our US business, except in the 
BFSI segment, which is directly impacted 
by the subprime issue. At the same time, we 
have always been trying to diversify our 
market concentration and we have em- 
barked on expanding our presence in Asia 
and other emerging markets like the 
Middle East and Africa for the past 4-5 
years now. In this way, Satyam’s ‘emerging markets’ strategy 
is not a response to the US slowdown. 

Presently, the RoW (Rest of the World) region, comprising 
APAC, the Middle East, India and Africa (which contributes 
almost 20% of our global revenue), offers many opportunities. 
We see opportunities in our traditional verticals; BFSI, 
manufacturing, telcos, pharma as well as new ‘emerging’ ver- 
ticals like energy and utilities, healthcare, retail, travel and 
transport, real estate in the RoW region. In addition to busi- 
ness opportunities, Australia, China and Malaysia will be 
the key focus for manpower expansion in support of Satyam’s 
Global Delivery Model. 


To what extent is this move influenced by the US subprime crisis? 


are still eptimistic. “Despite an uncer- 
tainty in the market over the economic 
outlook, 92% of our clients do not expect 
their overall IT budget to decline in 
2008," says R Chandrasekaran, Presi- 
dent and Managing Director, Cognizant 
Technology Solutions, a view shared by 
many others from the industry. 

At the time of the post-tech boom and 
detcom collapse in 2001-03, Indian IT sec- 
tor had to go into a lethargic phase follow- 
ing poorer demand from the US 
corporates. But now, the companies are 
better prepared to face any challenges 
:due to the slowdown. Furthermore, the 

lewdown may affect in the short-term 
ch it will lead to more outsourcing which 
will be surely advantageous to Indian IT 
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sector. The rupee's recent fall has made 
the IT companies become optimistic. 
However, innovating new solutions and 
new delivery models and moving up the 
value chain towards consulting and prod- 
uct development will help the IT compa- 
nies, be they large or small/mid-size, un- 
dertake further tactical end-to-end deals 
with clients and succeed in meeting new 
challenges such as the US slowdown. 


New challenges emerge 

However, the process of capturing the 
emerging markets seems to be not so 
rosy. Indian IT companies faee tough 
competition from other global IT giants 
such as IBM, Accenture and Microsoft 
for outsourcing contracts from booming 


markets like China. While Indian big 
outsourcers missed market estimates 
for net profit last quarter, IBM and 
Accenture registered better profits. 
"There's some exciting growth in those 
emerging markets and we want to com- 
pete for it,” says Marc Hurd, Hewlett- 
Packard Co-Chief Executive. On the 
other hand, Indian IT companies are im- 
mensely vested in the US market, but 
the US majors are stretching their size 
and scale to occupy the emerging mar- 
kets because of the decline in domestic 
demand. Even, the Indian IT industry 
faces major challenges at home. Many 
international players such as IBM and 
HP are looking to build up their delivery 
capacities in India so as to remain com- 
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Indian IT Industry 





Suresh Senapaty: When you enter a new geography, it has to 
be for a long haul. It cannot be a tactical move. We commenced 
our investments in the Middle East way back in FY 2002-03 
and we are reaping the benefits today. We are one ofthe largest 
IT partners for ME businesses today and have signed multiple 
multimillion multi-year contracts in the past few years to pro- 
vide state-of-the-art IT Solutions to ME businesses. 

Thus, there is no correlation between our 
ME strategy and subprime crisis, which is a 
very recent phenomenon. Also, Indian IT ser- - 
vices benefit when economy does well with 
development spend, and it also benefits 
when a developed economy does not do well. 
Because in a challenging environment, 
corporates focus on cost-competitiveness 
and outsourcing helps convert fixed ex- 
penses into variable expenses for an organi- 
zation. It is not therefore a question of ‘either 
or but it is indeed going after opportunities 
everywhere. In fact, more than 70% of the IT 


f 





Virender Aggarwal 


Do you feel this strategy is a step in the right direction by the companies 
to de-risk their business model? 

Suresh Senapaty: We have to be at the right place at the 
right time. Compared to a few years back, spends in the 
emerging economies are much higher and the buyers are far 
more sophisticated and appreciate world-class quality. As we 
address these markets, it provides additional growth mo- 
mentum to our business. It is but obvious 
that when we have a larger spectrum of 
market, there is some amount of natural de- 
risking for any short-term volatility. 
Virender Aggarwal: Yes it is, since most of 
the countries mentioned in our RoW are all 
being fueled by powerful internal engines of 
growth. Hence, opportunities abound in the 
public and private sector for IT implemen- 
tations. 


Will the booming technology demand and increas- 
ing spending on IT in the emerging countries attract 


spend is still in developed countries and Director and Sr. VP more and more Indian companies? 
hence it continues to be a major source for Satyam Computer Services Ltd. Suresh Senapaty: Yes, absolutely. For any 
our business. Singapore IT services needs, Indian IT service provid- 


Virender Aggarwal: As mentioned earlier, 
Satyam's 'emerging markets' strategy is not a response to the 
US slowdown and we don't see any slowdown in our US busi- 
ness except in the BFSI segment which is directly impacted 
by the subprime issue. 

In fact, in the US, we see opportunities in our other tradi- 
tional verticals; manufacturing, telcos, pharma as well as 
new ‘emerging’ verticals like energy and utilities, healthcare, 
retail, travel and transport, (real estate). At the same time, 
we have always been trying to diversify our market concentra- 
tion and we have embarked on expanding our presence in Asia 
and other emerging markets like the Middle East and Africa 





ers are today being seen as the ‘must have 
suppliers’. We are gaining global share everyday and will be 
an important partner to businesses in emerging countries in 
fulfilling their IT needs for growth. 
Virender Aggarwal: Yes it will, because of the opportunities 
available and IT readiness of many of these economies, where 
demand is being backed by strong purchasing power. 
Satyam is proud to be among the first Indian companies 
to have explored this region, and today we have a well-estab- 
lished footprint in multiple geographies in this region. We 
have more than 3,000 associates serving this market (exclu- 
sive of India's count) and business operations in more than 
44 cities. 


_ for the past 4-5 years now. 


petitive with the larger Indian players. 
In spite ofthe challenges, the escalat- 
ing technology demand in the emerging 
economies continues to attract Indian 
companies. India has the true potential 
to look beyond the US because of its ex- 
ceptional characteristics in IT segments. 
Global slowdown has not yet stopped the 
IT majors from carrying on posting im- 
pressive growth in recent times. Accord- 
ing to the Strategic Review 2008 by 
Nasscom, software and services exports 
in India are expected to touch the $40 bn 
mark in fiscal 2008, or more than 60% of 
the overall revenue aggregate (including 
software exports, the domestic and BPO 
segments). However, India's IT export 
business, which provides an extensive 
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range of software services from data pro- 
cessing to better software development, 
R&D and IC (Integrated Circuit) design, 
has taken lead over other major giants 
like China and Russia. The accessibility 
of low-cost manpower at all levels of IT 
services is a sole feature of India to grasp 
a considerable percent of the interna- 
tional IT market. Furthermore, Indian 
software companies have put up know- 
how on an array of software platforms 
starting from legacy systems to client- 
server and the most recent state-of-the- 
art e-business technologies. The com- 
petitive advantages for cutting costs 
have augmented the potentialities of 
India's emergence as a leading chal- 
lenger in the international IT market, as 


global majors are bound to outsource ma- 
jor segment of their IT requirements to 
India. The Indian software segment has 
also enjoyed unrestrained freedom to 
carry out business with overseas compa- 
nies. These are some of the reasons due to 
which India has emerged as a major 
player in the field of software engineering 
and Web-based services by exploiting its 
competitive advantages such as cost-ef- 
fectiveness, outstanding quality, quick 
delivery, to name a few, all powered by 
state-of-the-art technologies. India has 
been in demand for its top quality 
outsourcing at competitive prices. s 


- Amit Singh Sisodiya and Siba Prasad Pothal 
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Apple's iPhone 








A Window of Opportunity 


With its latest version of iPhone, Apple aims to garner the markets across 
Europe and Asia, which have a far higher appetite for high-speed devices. 





lmost a year after stunning the 

world with its wireless hand- 

et, the iPhone, Apple has un- 

veiled a new version of the device, the 

iPhone 3G. The latest smartphone de- 

rives its name from the faster transfer 

of files on third-generation wireless net- 

works. The iPhone 3G addresses almost 

all the shortcomings of the older ver- 

sion. It offers 36% faster access to the 

Net and e-mail services with quad- 

band GSM and tri-band HSDPA (High- 

Speed Downlink Packet Access) for im- 

proved data and voice connectivity than 

Nokia and Palm. It features built-in 

'GPS technology that will allow an array 

eof services, such as location tracking 
and location-based mobile services 

including mapping within address 

Пок. It supports Microsoft Exchange 
ActiveSync and runs a host of third- 
iwewparty applications already built in the 
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recently released iPhone SDK. Another 
added feature is MobileMe, an exten- 
sion of Apple's existing Mac Web ser- 
vice that offers online storage for users 
of Apple's Macintosh computers. Cus- 
tomers will also be able to store up to 
20GB of data from their iPhones 
through an application called iDisk. 
The new iphone symbolizes a shift 
from a year ago, when the first devices 
sold for nearly $600, which was at the 
upper end. Enhancements to the previ- 
ous version and cheaper price ($199) in 
particular are likely to generate greater 
demand for one of Apple's most success- 
ful products to date. Apple is able to 
make such a large price cut due to the 
change in its relationship with mobile 
operators such as AT&T in the US. Un- 
der existing arrangements, Apple in- 
tends to relinquish the revenue col- 
lected by carriers on iPhone service 


plans and hopes to move more phones 
off shelves. The move clearly suggests 
that the slowdown in global wireless 
market growth has forced telecom play- 
ers to trespass other players' high-pay- 
ing subscribers. Vodafone and Apple 
will take iPhone 3G initially to 22 coun- 
tries, including Australia, Italy, New 
Zealand and Portugal. Finally, 
Vodafone will make iPhone 3G avail- 
able in 70 countries such as the Czech 
Republic, Egypt, Greece, South Africa, 
Turkey and most importantly in India 
along with Bharti Airtel. 


Setting standards 

Ever since Apple unveiled iPhone, rival 
phone makers and wireless-service pro- 
viders both have imitated iPhone's 
touch-screen and believed that it would 
not become popular. However, by the 
end of 2007, iPhone had grabbed more 
than a quarter of the US market. Now, 
wireless service carriers like AT&T, 
Sprint Nextel and Verizon, in associa- 
tion with some of the leading players, 
including Nokia, RIM (Research In Mo- 
tion) and Samsung Electronics, are de- 
veloping new smartphones. Analysts 
expect that the Finnish giant Nokia's 
once globally accepted user interface 
needs a radical revamp as it seeks to vie 
with Apple's intuitive, easy-to-use gad- 
get. Sprint announced an iPhone 
lookalike from Samsung called Instinct, 
billing it as an iPhone killer. Carphone 
Warehouse and O2 in the UK have re- 
duced their 8GB handset prices from 
£269 to £169. Among all the rivals, 
Motorola probably has the most to fear. 
The company has decided to spin off its 
handset division, but is yet to discover a 
worthy successor to its previous best- 
selling device, the RazR. Other 
smartphone makers are also attempt- 
ing to consolidate their stake in the 
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Corporate Strategy 


— INTERVIEW 





"The Apple name and brand image will help to penetrate this emerging market, 
though Apple may have to educate users as to why to choose 3G over Wimax." 


Apple has come out with the latest version of 
iPhone. How is iPhone distinct from the models its 
competitors are offering? 

BG & CAD: The iPhone is distinct from the 
models its competitors are offering for the 
same reason the MacBook is distinct from 
other laptops and the iPod is distinct from 
other MP3 players: design and innovation. 
Apple has seamlessly integrated mobile 
phone, mp3 player, and web browsing tech- 
nology into one device. The touch-screen in- 
terface and minimalist approach further 
distinguishes the iPhone from the models its 
competitors are offering. 

Gloria Barczak: The easy-to-use, intuitive 
interface is the key distinction of the iPhone. 
This is true of the original iPhone and the 
new 3G iPhone. Other differential features 
include its elegance and wealth of multimedia content. 


Apple has aggressively priced its latest version of iPhone at as low as 
$199, and it is already making waves globally. How are competitors 
responding to the challenge posed by Apple's iPhone? 

BG & CAD: Although Apple wasn’t the first mobile phone 
manufacturer to utilize touch-screen technology they did suc- 
ceed in popularizing it. Many competitors have already re- 
sponded to the original Apple iPhone by intreducing their own 
touch-screen multimedia devices, including LG with the Voy- 
ager, HTC with the Touch, and Pantech with the Duo. Apple’s 
chief rival in the PDA / smartphone space, R.I.M., recently 
revealed that they are developing a touch-screen BlackBerry, 
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codenamed “Thunder,” which is scheduled 
to be released in the US during the third 
quarter of 2008. 

Note: While the iPhone 3G is priced 

lower than the original iPhone, new AT&T 
customers and existing customers that 
qualify for the upgrade discount must signa 
two-year contract that is ten dollars more 
expensive per month than the original 
iPhone's base plan ($69.99 versus $59.99). 
Further, the 200 text messages that were 
included in the original iPhone’s plan must 
now be purchased separately for an addi- 
tional five dollars per month (alternatively, 
one can pay twenty cents per text message). 
Therefore, the lower initial price of the 
iPhone 3G is partly offset by the higher 
monthly service fee. Whether Apple’s main 
competitors follow suit remains to be seen. 
Gloria Barezak: RIM is planning to introduce later this year 
the BlackBerry Thunder which will have a touch-screen inter- 
face like iPhone. However, RIM does not have the multimedia 
content to go along with this feature. 

Samsung recently launched the Instinct which is an 
iPhone imitator. It looks like the iPhone with a black face and 
chrome trim, touch-sensitive surface and accessibility to 
Sprint Music store and TV shows. It is cheaper at a two-year 
contract rate of $130. The problem is, it has less memory and 
the touch-screen is less sophisticated. 

HTC launched the Touch Diamond in May this year. The 
Diamond has a 3-D interface, one-touch navigation, super 


market by offering fully-loaded devices 
at competitive prices to compete with 
the iPhone. 

But the impact of Apple’s iPhone on 
the industry has been much more than 
its market share indicates. It has 
raised the bar in design and ease of use. 
What has made the iPhone a success is 
its smooth integration of hardware and 
software and a hassle-free operation. 
The device weaves together a wide array 
№ computer-like functions in a way that 
ven techno-illiterates can master in 
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minutes. Almost all of the rivals miss 
the well-built third-party software de- 
velopment effort that Apple is develop- 
ing around the iPhone. Apple is putting 
up software creation tools that have 
won praise universally and is providing 
them through a simple distribution net- 
work to customers. Rivals have not been 
able to emulate that magic so far. There 
were PCs before 1984 also, but it was 
Apple’s Macintosh, that popularized 
the icon-based Graphical User Interface 
(GUI) which others followed, kicking off 


the PC era. And there were several digi- 
tal music-players before the beginning 
of this decade, but Apple’s iPod made 
them user-friendly. In the same way, 
the iPhone, with its stylish touch-screen 
interface, may become the device that 
sets a benchmark for rivals to follow in 
the era of mobility. According to Steve 
Jobs, Co-Founder and CEO, Apple, 
“98% of users browse the Web on their 
iPhones, 94% use it for e-mail, and 80% 
use ten or more features—including, of 
course, the built-in iPod music-player.” 
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Apple's iPhone 
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fast chip, and a computer chipset supplied by 
which is the leader in 3G Wireless processors. The Di 


will be available with at least 30 different 
carriers worldwide and has a replaceable 
battery. Pricing, however, has not yet been 
set. The Diamond could prove to be a strong 
competitor to the iPhone. 

LG Vu has a 3-inch touch-screen and is a 
launch product for AT&T's Mobile TV ser- 
vice. The Vu has an autofocus camera, built- 
in camcorder, and full Web browser, with ac- 
cess to AT& T's music and video collections. 

Google has developed an operating soft- 
ware called Android, which will be the base 
for its entry into the cell phone market. 
Some carriers are developing Android 
phones, but none has been launched yet, and 
some launches have been delayed, including 
Google's own phone. Google is making the 
Android software available to providers for 
free and on an open source basis. 

In summary, competitors are trying to 
imitate the look and feel of the iPhone and 
then add some differentiating features of 
their own. It's too early to tell if any of them 
will have much success. 


Will it redefine the mobile industry, giving Apple the 
sort of clout in phones that Microsoft has in PCs? Or, 
will it simply occupy a high-fashion niche and leave 
the real profit-making to others? 

BG & CAD: The mobile phone market is 
characterized by basic phones, multimedia 
phones, and PDA / smartphones. This mar- 
ket is highly competitive and primarily 
driven by technological innovation. What 
was considered cutting-edge mobile phone 


technology yesterday tends to be standard among basic 
phones today (e.g., consider the ubiquity ofthe camera phone). 
Due to the relatively expensive introductory price of the 
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Qualcomm iPhone, Apple is primarily competing in the smartphone and 
amond high-end multimedia phone markets. The iPhone may cater 


to high-fashioned, tech-savvy consumers, 
but it is this niche that drives the future 
technological features of the broader mobile 
phone market. Apple will certainly contrib- 
ute to mobile phone innovation but due te 
the competitiveness and heterogeneity ol 
this market it is an open question as tc 
whether Apple will obtain the same level о} 
clout Microsoft enjoys in the PC world. Fur- 
thermore, Apple's market share of all mo 
bile phone users is likely to remain small ir 
the near future, reducing the company's abil 
ity to impose hegemony on the cell phon: 
market as Microsoft did in the persona 
computer industry. 

Gloria Barczak: Apple has alread: 
changed the mobile industry with its firs 
iPhone—an easy-to-use, media-friendly 
sleek smartphone. It had garnered almos 
27% of US market share in just six months 
With its faster speed, GPS, third-party ay 
plications, e-mail support, and low price, th 
new iPhone is likely to boost Apple’s marke 
share even higher. The ability of the ne 
iPhone to work with Microsoft Exchange- 
an e-mail, contact, and calendar applicatio 
used by many companies— shows th: 
Apple is directly targeting the BlackBerr 
This is not a niche product; the new featur 
and low price will make the iPhone acce 
sible and attractive to a much broader ma 
ket of both consumers and business users 


Do you think that BlackBerry addicts will so 
switch their allegiance to the iPhone? Which 0 


offers better value for money—Apple or BlackBerry? 
BG & CAD: Many BlackBerry “addicts” are corporate use 
Thus, whether these users have а BlackBerry or some cth 


No cakewalk 

Apple is planning to sell 10 million 
iPhones in 2008. Given that iPhone 
sales are sluggish globally in the second 
quarter of 2008 due to shortages, it 
needs to clock more than 67% of its total 
sales in the second half of the current 
year to reach its target. A report from 
IDC, a US-based premier global mar- 
ket intelligence firm, states that 
Apple's stake in the smartphone sector 
fell from 26.7% in the fourth quarter of 
2007 to 19.2% in the first quarter of 
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2008. Despite the fall, Apple is still in 
second position in the US, behind RIM, 
which has a 44.5% market share, up 
from 35.1%. Palm has a 13.4% share of 
the market, while Samsung and HTC 
have 8.696 and 4.1% share respectively. 
The iPhone 3G version can potentially 
reap benefits in markets, especially in 
Western Europe, where operators are 
desperate to shift their installed base 
to 3G. But, as per a recent Gartner re- 
port, iPhone has to strive hard, as cus- 
tomers are not used to buying 


unsubsidized phones on a contract 
Western Europe. Also, in Europe, $01 
high-end handsets similar to t 
iPhone are available for free under sı 
sidies. 

Ultimately, the success and faih 
of iPhone depends on how the carri: 
and Apple decide to promote it. Ther: 
a huge potential for iPhone in Ind 
where handset subsidies are not a г 
jor issue as in Europe. However, th 
are already as many as a million с 
tomers using unlocked iPhones in 
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device is decided by the corporation rather than the end-user. - 


R.LM. maintains a significant first-mover advantage in this 





road if they are successful. 


rporate market. Although BlackBerry competes in this 


|| 


со 









опа! у extends beyond the scope of either of these competi- 


shortly after Apple announced the release of the 3G model, 
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respect. The burden is on Apple to convince corporate IT de- 
partments to switch their allegiance to the iPhone. This may 
prove more difficult than capturing an increased portion of - 
the consumer market but could lead to large payoffs down the _ 
. The consumer market is considerably different from the - 
et with the Curve and the Pearl, the iPhone 3G's fune- 


tors anc it executes in style. According to a survey of 3,567 - 
onsumers conducted by the research company Change Wave, _ 


10.5% of respondents said they plan on buying a smartphone | 


› (up 21 points from the last survey) compared with only | 


e. А big reason for it is that these addicts are busi- - 


ness users, which are the target market BlackBerry has pur- - 





instance, the iPhone 3G is unable to view both work and per- 
sonal e-mail accounts at the same time (like you can with a 
BlackBerry), but you can switch between the two. Also, the 
iPhone 3G supports only one calendar and contacts list at the 
same time. 

Other features lacking from the iPhone 3G that may ham- 


_ per its prospects include multimedia messaging, stereo 


Bluetooth, and video recording. Various critics have noted 
other features that would have been welcomed, including copy 
and paste functionality, a landscape view to type messages, 
and voice dialing. A memory card slot or a 32 GB model would 


. have been appreciated as well. 


When considering the iPhone 3G's GPS system it is im- 
portant to distinguish between directions and navigation. 
The iPhone 3G offers point-by-point directions utilizing 


. Google Maps, but lacks the real-time navigation that comes 
with a standard typical GPS system. It is possible that this - 
. functionality could become available in the future through 
Barczak: BlackBerry addicts are unlikely to switch to - 


downloadable third-party applications, but it is unclear if 
this will actually happen. | 
Gloria Barczak: The iPhone is still missing multimedia 


ле i . messaging as well as voice dialing and video recording. These 
tems is strong and companies are unlikely to switch, unless - 
. smartphones do offer. Other missing features include: a land- 
 Scape keyboard, the capability to cut and paste, Flash sup- 
_ port for the Safari Web browser, expanded memory and re- 
_ placeable battery. 


are basic features that many other cell phones and 


 Insome countries like India, 3G services аге yet to pick up. What are the 


measures Apple should take to overcome this kind of challenge? 
Gloria Barczak: Well, Apple is already taking measures by 
partnering with Bharti Airtel to bring the 3G iPhone to India 


later this year. By joining with India's leading telecom opera- 


tor, Apple is sure to get a piece of the spectrum for 3G phones. 
Once 3G services are available in India, customers who buy 
the iPhone will be able to use all of the functions, including 
downloading videos, TV shows, music, Web browsing, etc. 


narket. In Bangkok, when the iPhone 
vas officially launched, users of un- 
ocked iFhones found their phones 
ammed. Apple has to tread a cautious 
ath in Asia, where market partici- 
'ants in many countries have control 
ver only particular regions. Moreover, 
ipple will have to compete with a bevy 
f iPhone competitors who have an- 
оипсеа features such as touch-screens, 
martphone usability and application 
itegration. Apple’s major competitor, 
ІМ hopes that the touch-screen fea- 
ure of its forthcoming BlackBerry 
hunder will dissuade its users from 
pgrading to an iPhone. 
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Corporate adoption is the key 

Apple has been successful in making a 
mark in the market for digital music 
players competing with Sony, Creative 
Technology and SanDisk and gained 
significant market share in the PC seg- 
ment against Dell and Hewlett- 
Packard. It is already preparing to con- 
front manufacturers of wireless hand- 
sets such as Nokia, Samsung and 
Motorola. Competitors have swiftly 
tried to undermine the pre-release hype 
of iPhone. They argue that most of the 
smartphones using Microsoft Mobile 
software have long been equipped with 
GPS and 3G, and have always tied into 


corporate computer systems. iPhone 
still has its task cut out to become a 
major contender in the lucrative corpo- 
rate market. RIM’s BlackBerry is way 
ahead of Apple’s iPhone in getting the 
critical software for corporate opera- 
tions to run on its devices. RIM runs its 
own wireless network and ensures that 
e-mails are delivered on time. Oracle 
and SAP, both partners of RIM, have 
not yet developed the latest versions of 
their software specifica’ ly for iPhone for 
corporate operations, even though SAP 
is working on it. 

RIM has built up several features 
that corporate managers can use to 
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Ringing Louder 


Apple’s new iPhone 3G has far outsold 
its predecessor 


Opening Weekend 
Saes 


iPhone 146,000 
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their benefit. For instance, BlackBerry 
users can delete the camera or 
Bluetooth option remotely if the device 
is ever lost. iPhone does not have all the 
tools that BlackBerry has developed 
over a period of time. The iPhone has 
some key drawbacks in the area of 
e-mails. While it easily connects to the 
accounts of consumers from providers 
such as Yahoo and Google, it experi- 
ences difficulties with corporate e-mail 
accounts, particularly those running on 
Microsoft’s Exchange, the leading mes- 
saging platform in a majority of corpo- 
rations. Furthermore, the users of 
iPhone can run afoul of corporate IT poli- 
cies and regulations framed to keep e- 


Apple vs. RIM vs. Palm 
Current Market Share 


(in %) 
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mails confidential and secure. Hence, it 
is important for Apple to continue to 
study the built-in security risks with 
the iPhone architecture. Sanford 
Bernstein, a widely recognized Wall 
Street's premier research firm, which 
published the results of a survey of 105 
US and European Chief Information Of- 
ficers (CIO) in May, found that only 296 





of CIOs intend to actively use iPhones 
within their organizations over the next 
year. 


А boon for customers 

Even though Apple's iPhone is way 
short of attaining mass market sta- 
tus, the ongoing rivalry among various 
players put enormous pressure on the 
industry that is already struggling 
with growing government regulations 
all over the world. Harish Bijoor, 
Brand-domain specialist and CEO, 
Harish Bijoor Consults, believes that 


July '07 October '07 January '08 March '08 


the $199 variant is all about makin; 
the phone ubiquitous, accessible am 
value-for-money oriented. It will offe 
a stiff fight to the dowdy also-rans it 
the market. The product will redefine 
the pricing mechanism in the mobik 
handset market. The $199 price poin: 
is an aggressive one. If the product or 
offer can offer technology, connectivity 


Apple has today come to represent the best in the category 
status, far ahead of the rest in the PC and laptop market. The rub- 
off effect of this is likely to benefit iPhone. Apple is a juggernaut. 
BlackBerry is a stand-alone. 


— Harish Bijoor . 
Brand-aomain specialist & CEO, | 
Harish Bijoor Consults Inc. 


| 
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and fashion as promised, this is a 
killer product to watch out for. During 
the past one year, the US wireless car- 
riers had offered subsidies that 
brought down handset prices to record 
low levels in exchange for long-term 
contracts. AT&T, the exclusive 
provider of iPhone 3G version in the 
US, used the device to its advantage 
to pull customers from Alltel and T- 
Mobile. With AT&T boosting its sub- 
sidy on the iPhone now, chances are 
that others will follow suit. They may 
even step up spending on wirele 
plan promotional activities to retain 
customers. Verizon has already hiked 
its ad spending by 30%. The other 
mode of retaining users is to provide 
services at lower prices. In fact, this is 
one way of taking on AT&T, which has 
hiked service charges for iPhone cus- 
tomers as it intends to recover the 
higher subsidy cost. As a consequence, 
industry-wide margins may fall close 
to 30% from the current 40%. The ri- 
vals who want to compete with iPhone 
need to add more than fancy features 
to outdo the leader. However, these 
moves to take on iPhone 3G may defi- 
nitely turn out to be a boon for the 
customers.m 


— N Janardhan Rao and PS Sarath Chandy? | 
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B BUSINESS ENVIRONMENT 


{ 
Global Oil Industry 


India, the New Refinery Hub 





India looks all set to emerge as the new global refinery hub as several new, 
world-scale refineries, coupled with capacity expansions at many existing 
plants, are slated to go on stream soon in the country. 





India is on its way to becoming the 
world's refiner. 

-BN Bankapur 

Director of Refineries, Indian Oil 

Corporation Ltd. 


ad it not been for India's sur- 
plus fuel refining capacity, the 
global oil price scenario would 


have been more terrible. For the world 
economy, which is already reeling under 
skyrocketing oil prices in recent times, 
this might sound unbelievable but it is 
true. The recent spike in international 
prices is attributed largely to the fact 
that there has not been any significant 
Addition to the world refining capacity 
in the last two decades or so even as 
global demand has soared, driven pri- 
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marily by fast growing emerging econo- 
mies such as China and India. "This se- 
rious imbalance between refining ca- 
pacity and demand is the primary rea- 
son for unacceptable high prices of gaso- 
line and diesel the world over," said M S 
Srinivasan, India's Petroleum Secre- 
tary at the recently held World Petro- 
leum Congress 2008 in Madrid, Spain. 
According to estimates by BP, Europe's 
leading oil company, the oil prices have 
been on an upward path for more than 
six years, which is the longest period of 
rising prices on record since 1861. 

The oil prices after touching their 
low point of $16 in 1999 have consis- 
tently risen to reach a record high of 
$145 on New York Mercantile Exchange 
(NYMEX) on July 3, 2008, amidst 


mounting fears over a possible show- 
down between Iran and Israel, specula- 
tions that dollar will continue to 
weaken against major currencies like 
euro and sliding US oil inventories. Oil 
prices after hovering around $20 per 
barrel in 2002 have since jumped nearly 
sevenfold as demand from emerging 
economies like China and India gath- 
ered pace. Compare this to the long- 
term trend in growth in supply and the 
situation starts looking worrisome. 
While oil prices rose for a sixth consecu- 
tive year in 2007 and continue to do so 
in 2008 as well—which is the longest 
unbroken period of growth in BP's data 
series that dates back to 1861—driven 
by rising consumptions in the US as 
well as emerging economies like China 
and India (as the domestic consumption 
grew by 6.8% in 2007, India has seen the 
third-largest volumetric increment af- 
ter China and the US) that saw global 
consumption grow by 1.1%, or 1 million 
barrels per day (b/d) in 2007, global oil 
production fell by 0.296, or 130,000 bar- 
rel per day, the first decline since 2002, 
a report by BP, titled Statistical Review 
of World Energy 2008, suggests. Accord- 
ing to the report, while the worldwide 
demand for petroleum products has 
grown by around 2.5%, the rate of refin- 
ing capacity addition has been just 
around 0.746. The refinery (production) 
situation has been worsened by the fact 
that in major markets like the US and 
Europe, no new refineries have been set 
up in the last three decades (the last 
refinery to be set up in the US was as far 
back as 1976), due to strict environmen- 
tal laws. "The oil industry is cyclical 
and concerns over adequate investment 
in future supply capacity (be in the up- 
stream or the downstream) are en- 
trenched. These include cost escalation, 
constraints in services (manpower and 
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Managing Director's 
Speech at the | 
50th Annual Genera 


Meeting held 
at Hyderabad on 
Sth August, 2008 





Dear Share holders 

| have great pleasure in welcoming 
you all to the 50th Annual General 
Meeting and present to you the 
Annual Report of your Company for 
the financial year 2007-08. The 
Directors' Report and the final 
accounts of your Company for the 
period ended 31 March 2008 have 
already been provided to all the 
share holders. With your permission, 
| take the mas read. Your Company is 
in its 50th year, and has grown 
from strength to strength. It is my 
proud privilege to congratulate you 
on this occasion. | am sure, you will 
join me to wish the Company that it 
may grow and diversify into new 
areas and make considerable 
contribution to the nation building! 


ECONOMIC SCENARIO 

The year 2007-08 was an eventful 
year both nationally and 
internationally. The sub-prime crisis, 


rise in prices of oil, gold and 
commodities had a telling effect on 
the share market and the investors 
across the globe. The runaway 
inflation remained a major source of 
worry for Governments worldwide. 


During 2007, the Global economy 
expanded by 4.996. The growth in 
most of the advanced economies 
witnessed sharp deceleration in 
the last quarter of the year 2007, 
particularly on account of the 
financial crisis that spread beyond 
the US sub-prime mortgage 
market. In contrast, emerging and 
developing economies continued to 
grow against this trend, despite 
some slackening of exports and 
industrial production towards the 
end of the year. In the current year, 
the global economy is likely to 
register a relatively lower growth in 
the wake of inflation accentuated by 
rise in prices of food grains, oil, 
commodities and other industrial 


inputs. Against this, Indian economy 
performed better. Buoyancy in| 
agriculture has pushed the 
economic growth to 9 per cent, 
up from 8.7 per cent estimated 
earlier, even as the performance 
of manufacturing sector has 
declined. 


COMPANY'S PERFORMANCE 
And your Company, | am happy and 
proud to say, has outperformed 
itself over all the previous years, 
and set new records in the following 
parameters: 


* Turnover touched a new high of 
Rs.5,711 crore, breaking the 
previous year's record Bn 
Rs.4,186 crore by 36%. 


= Profit Before Tax shot up to 
Rs.4,947 crore, 41% higher when 
compared with the previous 
year's Rs.3,498 crore. 


* Two interim dividends totaling to 
33196 have already been paid 
as against the total dividend of 
35296 paid in the previous year. 


= Asan MoU signing PSE with 
the Government of India, your 
Company's performance during 
the year qualifies for ‘Excellent 
rating. / 


в Total excavation reached 
399.19 lakh tonnes, registering 
an increase of 996 over the 
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previous year's achievement of 
367.14lakh tonnes. 


ROM production went up to 
306.08 lakh tonnes, an increase 
of 10% over the previous 
years production of 277.27 lakh 
tonnes. 


Lump+fines production touched 
a record of 298.16 lakh tonnes, 
which is 1096 over the previous 
year's 271.77 lakh tonnes. 


lron ore sales increased to 281.84 
lakh tones, ie, 10% increase over 
the previous year's sales of 
255.89 lakh tonnes. 


Supply of iron ore to domestic 
industries recorded 244.06 lakh 
tonnes as against the previous 
years supply of 223.28 lakh 
tonnes, an increase of 996. Total 
export of iron ore during the year 
was 37.78 lakh tonnes against 
32.61 lakh tonnes in the previous 
year, an increase of 1696. 
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IRON ORE SALES 
In this context | wish toshare with 
you two aspects of iron ore sales. 


One: The total export of iron ore 
during the year under report 
was 3.78 million tonnes as against 
the production of 29.82 million 
tonnes, which is to say that the 
export was only 12.6896 of the 
production. The primacy is given 
to the domestic sector is part 
of your Company's endeavor in 
contributing tothe nation building. 


Two: While there has been steep 
increase in iron ore prices, your 
Company was obliged to increase 
the iron ore prices as per the 
provisions of the long-term contract 
with the domestic customers. 
However, the Company took a 
conscious decision to restrict the 
hike to a flat rate of Rs.574/- 
per tonne since October 2007 in 
order to ensure that the resultant 
increase in cost of steel making does 
not exceed Rs.860 or so. This 
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was done in the overall interest of 
the nation. 


EXPANSION 

The iron ore requirement is ever 
growing with the increasing demand 
for steel from infrastructure and 
manufacturing and construction 
sectors. Your Company has geared 
up to meet, at least, in part the 
increasing demand of iron ore. 
The mission is to achieve 50 million 
tonnes of iron ore by 2014-15. 
The capacities of the existing 
mines are being expanded by 
upgrading equipment. A new mine, 
Bailadila deposit-11/B, with a 
capacity of seven million tones 
will be opened by 2009. The 
Kumaraswamy deposit, which is now 
being developed for an annual 
production of capacity of threew 
million tonnes, will be ramped up tow 
seven million tonnes. 


In June 2008, the joint ventures 
company, NMDC-CMDC Limited, 


was incorporated at Raipur, to 
develop Bailadila deposit-13 for 
pricrity allocation cf ore from this 
mine to the steelmakers in the 
State of Chhattiscarh, in terms 
of the Memorandum and Articles 
of Association. 


VALUE ADDITION 

Your Company believes in value 
addtion to the ore where it is 
mined. Your Company is now 
directing its resources to diversify 
into steel making. An integrated 
steel plant with & capacity of 
three million tonnes per annum will 
be set up in the State of 
Chhattisgarh. Being a green field 
project, the investment would be 
in the range of Rs.14,000 crore. 


CORPORATE SOCIAL 
RESPONSIBILITY 

Your Company is a socially 
conscious miner. It holds itself as 
a guardian of the Nation's assets. 
By means of scientific mining, 
it ensures conservation of the 
non-renewable mineral. At the 


same time, your Company has 
always been 
to take care of the 


in the forefront 
local 


community. Earlier under 
Peripheral Development, and 
now under Corporate Social 
Responsibility, your Company has 
taken up various programmes for 
the betterment of the local 
community around the projects. | 
am not repeating the details of the 
programmes given as part of the 
Directors' Report. 


CORPORATE 
GOVERNANCE 

Your Company has complied 
with the guidelines on Corporate 
Governance. Corporate 
governance is holding the balance 
between economic and social 
goals and between individual 
and community goals. The 
governance framework helps 
to encourage the efficient 
use of resources and equally to 
require accountability for the 
stewardship of those resources. 
The aim is to align as nearly 
as possible the interests of 
individuals, corporations and 
society. A report on Corporate 
Governance compliances has 
been made part of the Directors' 
Report. 


ENVIRONMENT 

Your Company is conscious about 
the Environment Management. 
All the four major production 
projects are accredited with ISO 
14001 - 2004 EMS Standards 
by DNV Certification D.V., The 
Netherlands. Your Company takes 
special care for af orestation and 
has put in place water, air and 
noise pollution control measures. 


ASSURANCE 
Your Company has performed 
excellently in the year under 


report and the years before. 
Your Company has ambitious 
expansion and diversification 
plans. The Government of India, 
realizing the importance of your 
Company's forward march and its 
ability to perform, conferred on 
your Company the highest 
status of Navaratna. On behalf 
of the shareholders and the 
Management of your Company, 
| thank the Government of India 
for the confidence bestowed 
upon your Company and the 
opportunity given for its growth 
and expansion.| assure you that 
your Company will grow manifold 
in the yearsto come. 


Profit After Tax Production (Iron Ore) Thank you and Jai Hind! 
Rs. in Crore Million Tonnes 
3250.98 
2320.21 
|] | | 
| / 
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Chairman-cum-Managing Director 





= (A Government of India Enterprise) 
Khanij Bhavan, Masab Tank, Hyderabad - 500 173, INDIA. 





Note : The above statement does not purport tc be part of proceedings 
at the 50th AGM of NMDC Limited held on 8th August 2008. 
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1 INTERVIEW 


"While the recent expansion in the refining sector will make India a super refining 
power, it is still vulnerable and energy-poor." 


A lot of new capacity additions have been planned 
by the likes of IOC, HPCL and RIL among others, 
which aim to make India a global refining hub. How 
do you see this development and what factors would 
you attribute to the rush among players? 

It is pure economics. It is cheaper to build a 
refinery in India than most other countries in 
_ the world. In addition, it is easy to ship these 
products to the rest of the world. In fact, the 
more refinery complexes they build, the 
cheaper the expansion will be relative to refin- 
eries in new locations. However, the lack of 
certain environmental regulations and the lack of implement- 
ing current regulations makes refining attractive in India. 


What kind of challenges is the industry likely to go through? 

The main challenge to the expansion of India's refining capac- 
ity is cost overrun. Refinery expansion in various countries 
has increased the competition for certain materials and 
equipment, and consequently increased their prices signifi- 
cantly. Refiners might face a shipping bottleneck if the ship- 
ping industry does not keep up with international trade in 
petroleum products. As per capita income in India increases, 
demand for cleaner air and cleaner environment increases. 
This would create new challenges and increase the cost of 
operations in these plants. Another possible challenge is a 
decline in refining margins as a result of refinery glut or a 
downturn in the world economy. 

Therefore, India's main energy problem is that energy sup- 
plies are limited while energy demand continues to grow. Do- 
mestic oil and gas resources are not abundant enough to meet 
the growing demand. These resources are mostly located off- 
shore, which make their development vulnerable to changes, 
not only in weather but also in the dynamics of world oil mar- 
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kets, especially given that recovery rates are 
low by world standards. Indian coal is of bad 
quality, which limits its future growth un- 
less new, cheap clean coal technology is de- 
veloped. In addition, productivity in the ceal 
sector is notoriously low. Most of the domes- 
tic fossil fuel resources are located in remote 
areas, far from the major markets. Nuclear 
power is costly and difficult to finance. Wind 
and hydropower are limited and intermit- 
tent. Renewable energy is still in its infaney, 
experimental and small-scale. Generally 
speaking, the power sector suffers from inefficiency and large 
transmission losses. India faces tremendous political, eco- 
nomic, natural, legal and technical challenges to meet the 
growing domestic demand for energy. 

Therefore, while the recent expansion in the refining sec- 
tor will make India a super refining power, it is still vulner- 
able and energy-poor. 


Indian refinery industry seems to be coming of age. What are its 
prospects for the future? 
The bottom line is that Indian refiners can build refineries 
cheaper than others. They will continue to prosper as long as 
this trend continues. 


What is the impact of India's ascendance on the refining map on global 
refining prices? 

It is difficult to measure the impact of this expansion on 
prices. However, the main impact is that it increases the glo- 
balization of the refining industry. This will decrease the im- 
pact of gasoline shortages during crisis in some areas, espe- 
cially the US. That means the expansion of India's refining 
sector enhances the world energy security. 


equipment) and competing claims on 
capital, all of which can delay projects," 
said Harry Tchilinguirian, Senior Oil 
Market Analyst, BNP Paribas — Com- 
modity Derivatives. 


Receding refining capacity 


Several reports suggest that there are 


A simply not enough refineries to quench 


the thirst of gas guzzlers from the US to 
Europe to the fast growing emerging 
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economies like India and China. And 
going by IEA's projections, the world's 
refining capacity will have to grow to 93 
million barrels per day (mbpd) in 2010 
and to 118 mbpd by 2030 to meet the 
growing demand. From 47 mbpd in 
1970, the global refining capacity has 
grown to 87.9 mbpd by 2007 while the 
demand has risen from slight over 45 
mbpd to 85.2 mbpd during the same 
period. According to experts, demand 


for oil has exceeded supply during ap- 
proximately one-half of the past 38 
years (1970-2008), the shortages have 
not been extreme—the largest being ap- 
proximately 1.5 billion barrels in 1982. 
However, what has kept the prices on a 
roll is the lower refinery throughput and 
hence the lack of spare capacity. The glo- 
bal refinery throughput, however, in re- 
cent years has improved significantly up 
to 9096; in India, almost all the refineries 
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operated well above 100% capacity dur- 
ing the last few years. 

Incustry experts suggest that clo- 
sure of many refineries in the West in 
the recent past has only added to sky- 
rocketing crude oil prices as there are 
not enough refineries around the globe 
to produce gasoline, diesel and other 
middle distillates. For example, in the 
US alone, more than 50% of the refiner- 
ies have been shut down since the 
1980s. In 1981, there were 324 refiner- 
ies in the US with an estimated capac- 
ity of around 18.6 mbpd; however, by 
2006, this number came down to just 
149, while no new refinery has been set 
up in the country since the 1970s. How- 
ever, at the same time, many of these 
refineries were the small ‘tea kettle’ re- 
fineries and lacked economies of scale, 
but survived on the government subsi- 
dies through 1959 to 1981. Once these 
subsidies were abolished in 1981 as a 
result of the government's deregulation 
drive (which saw elimination of price 
controls and allocations), the number of 
refineries dropped to 204 by 1989, rep- 
resenting a loss of 3 million bbl/d in op- 
erable capacity (from 18.6 million bbl/d 
to 15.7 million bbl/d). Further closures 
were seen during the 1990s. There were 
just 148 refineries in the US, as at the 
end of 2007. World refining capacity 
was in surplus from the mid-1970s to 
the mid-1990s. However, rapid invest- 
ment їп setting up new refineries during 
the 1970s, which was followed by oil 
shocks of 1973-74 and 1979, later led to 
overcapacity and poor margins. Be- 
sides, stringent environmental laws in 
the US and Europe also forced many re- 
finers to draw shutters. 

Furzher, the new emission laws, 
mandatory gasoline blending and alter- 
native fuel requirements also led many 
refineries to close, while making it ex- 
tremely difficult to set up new oil refin- 
eries, suggests a study by Sean 
Shurtleff and Н Sterling Burnett of 
NCPA. For instance, according to the 
duc, the dreaded Clean Air Act amend- 
ments in. 1990 and 1997 required refin- 
eries to limit emissions of air pollut- 
ants and to make cleaner reformulated 
fuel that forced refiners to install expen- 
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sive pollution-control technology when 
they modified existing plants. As a re- 
sult, throughout the 1990s, nearly one- 
fourth of the capital investment in re- 
fineries was to comply with environ- 
mental regulations. In fact, the duo esti- 
mate that between 1992 and 2001, the 
oil industry spent more than $100 bn to 
bring oil refineries into compliance with 
environmental regulations. This re- 
sulted in the closure of additional refin- 
eries. For instance, Premcor, an oil pro- 
ducer and refiner, closed down two of its 
Illinois oi! refineries as it could not afford 
the upgrades necessary to meet the 
specifications for new refined products; 
modifications in one refinery alone 
would have cost $70 mn. They say that 
clean air regulations have also discour- 
aged the construction of new facilities. 
For instance, construction of a new refin- 
ery in Arizona in the last 20 years (the 
refinery was planned in 1997), which has 
been mired in legal controversies since 
the beginning, has been delayed for more 
than 10 years now. The construction is 
now rescheduled for 2009 and will not be 
completed before 2012. 

Besides the regulatory hurdle, com- 
plex and lengthy bureaucratic processes 
too have acted as a major dampener. 
Many refiners in the US have cited a 
complex and multi-level permitting 
process involved in construction as the 
primary reason why they do not build 


new refineries, reported MarketWatch. 
Getting the permit typically takes 4 to 55 
years, following 1 to 2 years of refinery 
project development and before 3 to 4 
years of engineering and construction, it 
said. However, the regulators are not 
content with this and, if experts are to 
be believed, are planning further belt 
tightening. For instance, according to 
the NCPA researchers, the EPA is con- 
sidering imposing a stricter ozone stan- 
dard that would be lower than the natu- 
ral background level of ozone in some 
areas. The new standard would make it 
almost impossible to expand capacity 
at existing refineries or build refineries 
in new locations without violating the 
ozone standard in the US, they said. 
However, thanks to measures like 
capacity expansion (to gain scale econo- 
mies), incremental improvements or 
the so-called ‘refinery creep’ through ef- 
ficiency improvements which also came 
through deployment of new technolo- 
gies, refinery utilization rates have im- 
proved vastly from 78% in the 1980s, on 
the average, to more than 9046 since the 
1990s. According to the latest statis- 
tics, the refinery capacity in the US 
touched 17.59 mbpd on May 30, 2008. 
What, however, has spoiled the refiners' 
party is the fact that demand from con- 
sumers too has grown significantly and 
in fact has outgrown the supply during 
this period. While in 1981, the 18.6 


Global Refining Capacity Still Squeezed 


Spare capacity tightened significantly since 2002 
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mbpd capacity of US refineries ex- 
в the daily consumption of slightly 
more than 16 mbpd, between 1981 and 
2005, US oil consumption grew 29.7% 
to nearly 21 mbpd (20.7 mbpd in 2007). 
On the other hand, refinery capacity 
grew to only 17.1 mbpd by 2005 (17.59 
mbpd in 2007), that is, 8.196 less than 
in 1981, suggests the study by Shurtleff 
and Burnett. And the gap between refin- 
ery capacity and consumption is only ex- 
pected to widen, if projections by the 
Energy Information Agency are to be 
believed. According to it, while consump- 
tion will increase 19.2% to 24.8 mbpd by 
2020, the US refinery capacity will rise 
1 only 9.4%. This means refining capacity 
will only be 100,000 barrels а day more 
in 2020 than it was in 1981. However, 
according to a latest report by the IEA, 
already the demand in the US is ex- 
pected to average 25.0 mbpd in 2008 
(-1.9% when compared with 2007). 

The situation has been no different 
in Europe either, where too no new refin- 
eries have come up in the last two de- 
cades or more, and there are no plans for 
near future either. In fact, as recently as 
July this year, Royal Dutch Shell became 
the latest company to dump its plan to 
build a new refinery in Canada, blaming 


market conditions and inflationary pres- 
sures. Much earlier, the continent saw 
several plant closures in the past. In 
Western Europe, close to 50 out of about 
150 refineries were closed during the 
1980s. The maximum closures hap- 
pened in the UK, where the number of oil 
refineries has fallen from a high of 19 in 
1975 to nine currently. While all these 
led to fall in the overall capacity, things 
began to improve during the mid-1990s 
onwards with larger, more efficient refin- 
eries, similar to the process witnessed in 
case ofthe US. Expansion and upgrading 
of existing refineries and 'refinery creep' 
led the capacity up 15% or 2.2 mbpd— 
which is the equivalent of adding 10 new 
good-sized refineries over the last dozen 
years, according to Daniel Yergin, Chair- 
man of Cambridge Energy Research As- 
sociates (CERA). 

But despite the closure of hundreds 
of plants in the US and Europe, the ca- 
pacity did not get affected as existing re- 
fineries went on an expansion drive in 
order to improve economies of scale. As a 
result, until 2004, the world experienced 
a refining surplus. However, driven by 
strong demand from emerging econo- 
mies like India and China, spare capac- 
ity has diminished rapidly and produc- 
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tion flexibility even faster. The global re- 
finery throughput is now almost utilized 
at 90%, as at the end of 2007, and there 
is now little scope for pushing utilization 
rate any further. According to Fatih 
Birol, Chief Economist and Head, Eco- 
nomic Analysis Division, at the Paris- 
based International Energy Agency 
(IEA), allowing for maintenance; thus, 
capacity additions will be essential to 
meet the growing demand for refined 
products. And, this does not include sup- 
ply disruptions due to strikes, terrorist 
attacks, natural disasters like hurri- 
canes, etc.; Hurricane Katrina caused a 
supply disruption to the tune of 736,000 
barrels/day in gasoline alone. 


The world needs more refineries 
At the end of 2007, there were 662 refin- 
eries operating globally with a capacity 
of close to 88 mbpd. However, as inter- 
national agencies such IFA forecast the 
demand to touch 93 mbpd in 2010 and 
113 mbpd by 2030, the additional sup- 
ply can be met only through new refiner- 
ies. Perhaps, that would also be the key 
to curb mounting oil prices. According to 
Claude Mandil, ex-Executive Director, 
IEA, there is a general recognition now 
that the lack of spare capacity in refin- 
ing, combined with the shortage of 
spare capacity in crude production, com- 
prises the key factors that have to be 
managed in order to rein in high prices. 
However, both the options are not easy 
to pursue and entail huge investments. 
According to ICF Consulting, during 
the period from 1990-2000, when the 
refining margins were less volatile and 
relatively low as compared to the period 
after 2000, the global refining capacity 
was on average 946 more than the global 
oil demand. Since 2000, this percentage 
has dropped to as low as 3% above glo- 
bal.oil demand in 2004, it estimates. 
The consultancy firm says that assum- 
ing that the IEA estimates of global oil 
demand at 90 mbpd in 2010, which is 
an increase of nearly 8 mbpd over the 
2004 number, this increase is equiva- 
lent to about 30-40 world scale refiner- 
ies, and the net impact on the market- 
place, even if that much refinery capac- 
ity could be made operational by 2010, 


| September 2008 | 77 


Business Environment 


ынышт  —————————-—— 


would simply be maintaining today's 
high margins and volatility. ^For the re- 
fining capacity to keep pace with this 
increase and also maintain the 9% sur- 
plus capacity over demand that oc- 
currec in 1990-2000, it would need an 
additional 13.9 million barrels per day 
capacity to be built between now and 
2010. This would be 50-70 refineries of 
world scale size," it said in a report 
titled, “The Emerging Oil Refinery Ca- 
pacity Crunch”. According to Birol of the 
IEA, in North America, capacity creep 
would result in a small increase in ca- 
pacity to 22.1 mbpd by 2010 and 25.6 
mbpd by 2030, and the region would 


Е 


still be a net importer of refined prod- 
ucts. In Europe, he said, where installed 
distillation capacity will reach 16.6 
mbpd in 2030, nevertheless, environ- 
mental constraints will prevent refiner- 
ies from converting capacity to meet 
projected demand for middle distil- 
lates, and will likely be a net importer 
of middle distillates by 2010. In Russia 
and other transition economies, where 
currert utilization rates is less than 
60%, nct much improvement is ex- 
pected in the distillation capacity over 
the projection period, however, refinery 
utilization rates would improve, he 
wrote in a report, “Challenges Facing 
the Global Refining Industry." 

A majority of the new refineries are 
coming up in the Middle East and China. 
On the whole, in the next 5-10 years, 
nearly 70 new refineries with a total ca- 
pacity of $18 mbpd would be added to 
the global capacity. In its latest report 
titled, *Facing the Hard Truths About 
Energy", the US-based think-tank, the 
National Petroleum Council (NPC) esti- 
mates that a whopping $774 bn (roughly 
18% of the total planned investment of 
$4.3 tn in global oil industry) would be 
invested in setting up new refineries (as 
well as in all other types of activities 


78 | September 2008 | 


Most of the new refineries which will be operat- 
ing out of the western region of India will be well- 
positioned to cater to even far-flung markets like 


such as distillation, conversion, product 
quality and expansions) with a total ca- 
pacity of 32 mbpd between 2005 and 
2030, at an average investment cost of 
about $24,100 per bpd. 


India: A global refinery hub in the 
making 

Even as the government is busy 
firefighting soaring crude oil prices, 
which along with rising food prices, have 
pushed the inflation rate in the country 
to its highest in the last 13 years, the 
country appears to be on its way to 
emerge as the world’s new refinery hub, 
given a host of ongoing greenfield and 





expansion projects that could change 
the international refinery capacity defi- 
cit scenario. According to the official 
statistics, the government has given 
nod for additional refining capacity of 
about 110 million tons per annum 
planned over the next few years. India 
currently has the 10^ largest refinery 
capacity in the world. The new refiner- 
ies will raise the country's total capac- 
ity to over 247 million metric tons from 
the present 156 mmt in 2007; interest- 
ingly, capacity utilization rates have 
been over 100% during the last two fis- 
cal years, viz. 2006-07 and 2007-08. Ac- 
cording to estimates, the domestic de- 
mand would grow to 196 mmt by 2011- 
12 and to 250 mmt in 2024-25 at an 
annual growth of 3.6%, leading to sup- 
ply surplus, creating opportunities for 
exports. This has caught the attention 
of refiners in the country, many of which 
have either planned capacity additions 
or building new refineries. Industry ex- 
perts say that strong refinery margin in 
India at an average of $7-8 per barrel, 
which is $2 higher than Singapore refin- 
ery margins, is also a major driving 
force behind the rush by companies to 
set up/expand new refineries. In case of 
Reliance Industries, it had a much 


higher margin at $15 per barrel in 
2007-08, reflecting a premium of $7.4A 
bbl over the Singapore Crack Margins. 
According to the company's annual re- 
port for FY2007-08, its consistent per- 
formance over the benchmark reflects 
the benefits of higher complexity, capa- 
bility to process heavier/sour crude and 
produce superior product quality. "The 
refining margins are expected to remain 
strong in the near to mid-term," said 
Ajay Arora, Partner, Transaction Advi- 
sory services, Ernst & Young, a global 
consultancy firm. Reliance is building a 
new refinery near its existing Jamnagar 
refinery, which has the distinction of 
being the third largest single location 
refinery in the world with a capacity of 
33 million tons per annum. The new re- 
finery will be capable of processing 
580,000 barrels of crude oil per stream 
day (BPSD). It will also produce 0.9 mil- 
lion tons polypropylene per annum and 
will be located in the Special Economic 
Zone at Jamnagar. On completion, the 
RPL refinery will be the sixth largest in 
the world with a Nelson Complexity In- 
dex of 14, which is amongst the highest 
in the sector globally; the existing refin- 
ery has Nelson Complexity Index of 11.< 
and is among the few complex refinerie: 
in the world. The other private secto! 
refineries planned in the country in 
clude Essar Oil's refinery at Vadinar ir 
Gujarat, Nagarjuna Oil at Cuddalore ir 
Tamil Nadu and Cals Refineries a 
Haldia in West Bengal. А majority o 
the PSU refiners too are setting up nev 
refineries while also expanding capaci 
ties at existing locations. Going b; 
these developments, experts sugges 
that India is well on its way to becom 
the fifth global refinery hub if th 
planned capacity of 236 mmtpa mater! 
alizes by 2011-12. According to Агогг 
the opportunities for India to emerge a 
the global refinery hub looks for ree 
now, however, cost competitiveness an 
timely execution hold the key. As of now 
there are four refining hubs, namel; 
Rotterdam (refining capacity 55 mtpa 
US Gulf Coast (refining capacity, 38 
mtpa), Middle East (refining capacity 
340 mtpa) and Singapore (refining c: 
pacity, 67 mtpa). 
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According to an Assocham study, six 
critical success factors have contributed 
to the growth, sustainability and com- 
petitiveness of refinery hubs in export 
markets. They are: cost competitive- 
ness, regulatory support, product qual- 
ity, infrastructure and logistics, loca- 
tion, and flexibility of product mix. In 
terms of cost competitiveness, it says, 
Indiar refineries have low capital cost 
as well as cash operating cost, owing to 
cheaper power and labor costs. 

India also has the advantage of be- 
ing strategically located. It is located in 
the major maritime route from Middle 
East to Far East. Bulk ofthe oil exports 
from Middle East to East Asia is routed 
through the Arabian Sea and Indian 
Ocean. The Assocham study suggests 
that the western and southwestern 
coast of India can be used as a transit 
landfall for Middle-East crude. India 
has already established refineries on 
the western coast. These can form an 
ideal location for creating a hub or clus- 
ter of refineries and developing associ- 
ated infrastructure. India also has large 
refineries with international scale; 
many of the existing refineries are also 
going for brownfield expansion that will 
help them attain scale economies. Also, 
other incentives like tax holidays/SEZs 
offer excellent fiscal regime and infra- 
structure. Further, large domestic mar- 
ket also acts as an anchor in case of a 
slowdown in overseas demand. How- 
ever, the catch is that the newly an- 
nounced seven-year tax holiday for new 
refineries in this year's budget only cov- 
ers the refineries built by the public sec- 
tor undertakings (as well as those where 
state-run firms have 4996 stake), which 
are going to be completed before March 
2012, while private sector refineries 
have been ignored. That means new re- 
fineries by private players like Essar 
will not be able to benefit from the 
scheme even though they will be commis- 
sioned much before the sunset deadline; 
however, Reliance’s Jamnagar refinery 
will enjoy the tax status as it is located 
in a special economic zone. The eight 
projects which have been identified for 
extending the tax holiday include Indian 
Oil Corporation’s 15 million tons 


80 | September 2008 | 


Paradip refinery, HPCL-Mittal’s 9 mil- 
lion tons Bathinda unit and Bharat Pe- 
troleum Corporation’s 6 million tons 
Bina plant, ONGC’s 3,000 barrels per 
day and 1,500 bpd mini-refineries at 
Gandhar in Gujarat and Tatipaka in 
Andhra Pradesh, besides the Phase-III 
5.31 million tons expansion of 
Mangalore refinery, Visakh refinery ex- 
pansion of Hindustan Petroleum, and 3 
million tons capacity expansion of IOC's 
Panipat refinery. 


Advantage India 

Notwithstanding the disappointment 
on the part of the private players on ac- 
count of not getting a favorable deal 
from the government and talks of an 
unleveled field, refineries enjoy signifi- 
cant cost advantages over those in de- 
veloped countries like the US and UK. 
In fact, barring China, no other region, 
including the Middle East where a host 
of refineries have been planned, can 
match the cost advantage India enjoys. 
This has led some observers to even ex- 
press apprehensions whether this 
would make refineries in the West Asia 
unviable. Refineries in West Asia are 
almost twice as expensive as those in 
India. GCC oil refining capacity is pro- 
jected to reach 6.3 mbpd by 2010. How- 
ever, the region does not have the same 
cost advantages which India and China 
enjoy. According to the Assocham study, 
on a comparable scale, the capital costs 
in India are cheaper by 30-50% on ac- 
count of local sourcing of supplies and 
simultaneous engineering. In fact, it 
says, even within India, RIL's capital 
costs are lower by about 30% due to 
economies of scale. 

However, China, which has a refinery 
capacity of around 300 mtpa, is likely to 
increase this to around 450-500 mtpa 
over the next 2-3 years, but this will 
mostly cater to domestic demand. Thus, 
the competition for Middle East will not 
come from China but India in exports 
market. Most of the new refineries which 
will be operating out ofthe western region 
of India will be well-positioned to cater to 
even far-flung markets like the US. Fur- 
ther, given their proximity to the Gulf re- 
gion, which has one of the major reserves 


of crude oil, sourcing the same will not be 
a major issue for Indian refiners. \ 

Given that many of the new refiner- 
ies have integrated operations and can 
process even the heavy sour crude oil 
and have a wider product portfolio, they 
are in a better position vis-à-vis other 
refineries in the Asian region. 

Another major advantage India en- 
joys over others is its vast pool of techni- 
cal manpower and experience in the ex- 
ecution of large-scale projects like refin- 
eries; Reliance project management 
skills have received worldwide recogni- 
tion. In contrast, western nations and 
the Middle East suffer from the lack of 
skilled manpower. That may prove to be 
their biggest constraint. 


But, it’s not all that rosy 
Nonetheless, the domestic refiners face 
significant challenges. Access to capital 
remains a key challenge. Also, the abil- 
ity to process heavy/sour crude would re- 
quire significant investment in technical 
know-how. Further, they also face com- 
petition from the GCC refiners which 
enjoy access to crude oil; that means un: 
interrupted supply of the raw materia 
whereas India depends on importec 
crude. Further, overexpansion in globa 
refinery capacity would put downwarc 
pressure on the refinery margin which, ir 
turn, would depress profits. Also, a slow 
down in demand, which will put a brake 
on spiraling international oil prices, a: 
well as increased use of alternative fuel 
like biofuels and gas by consumers coul 
further affect the outlook for the refiners 
However, most analysts agree that ‘low 
cost refiners' in India and the Asia-Pe 
cific region, where the largest refinery ac 
ditions are planned, will manage quit 
well. Also, the fact that many ofthe refir 
eries in the Gulf region have been facin 
costly delays due to manpower and othe 
constraints could only help the cause ‹ 
Indian refiners. However, the single big 
gest factor driving India’s efforts tc 
wards becoming a refinery hub of th 
globe is and will remain energy securit; 
And there is no substitute for that.m 


- Amit Singh Sisodiya and Imrana Mogh 
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Natural Gas 


The Next Oil? 





Natural gas has what it takes to emerge as a serious alternative to oil. It is 
abundant, protean, and above all environment-friendly. However, much 
depends on how the supplies via pipelines are handled. 

Ó— HEN 


4 We do not reject the idea of creating a 

| gas cartel, but this initiative requires 
more study. 

- Vladimir V Putin, 

Former Russian President 

shortly after he arrived in Qatar 

for talks on natural gas and trade 

on February 12, 2007 


at goes up must come down. 

However, it has taken quite 

a while for oil prices to obey 

this law of universe. Oil prices, which 
breached the psychological barrier of 
$100 a barrel on February 19, this year 
and went on to scale record heights of 
$147.27 a barrel on July 11, have finally 
А, started to cool off in recent weeks, touch- 
ing a three-month low of $113.77 a bar- 
rel on August 15. While the reasons as- 
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cribed to the fall in oil prices include the 
economic slowdown in the US, Europe 
and even Japan, a cut back on oil con- 
sumption following high crude prices, 
and a stronger dollar, no one is as yet 
willing to put a price tag on oil, what 
with the $147.27-a-barrel scare still 
fresh in everyone's mind. 


Is the worst over? 

Though the Organization of Petroleum 
Exporting Countries (OPEC) has pre- 
dicted that the global demand for oil 
next year will fall to its lowest point 
since 2002, the worst may not be over as 
yet. True, the world has weathered 
quite a few oil crises in the past. But 
they pale into insignificance when com- 
pared to the latest one that has for its 
company all-round inflation, spiraling 


food prices, stagnant growth, and the 
aftershocks of the ubiquitous American 
subprime crisis. Add to this, the tense 
geopolitics: the specter of national oil 
companies gaining control over vast oil 
reserves at the expense of private oil 
multinationals; the increasing possibil- 
ity of a war in the Middle East, with the 
US and Israel threatening to launch a 
strike against the nuclear installatiens 
of Iran; the escalating sectarian turf 
war between the warring groups in Iraq, 
the country with one of the largest oil 
reserves; and the recent Russian inva- 
sion of Georgia that could end up reviv- 
ing the Cold War era politics and 
machinations in the fuel-rich erstwhile 
Soviet region. The picture that emerges 
is grim, which can easily get grimmer 
with one false move by the forces in- 
volved in any one of these regions. In 
short, oil prices are not immune from 
the law of causality either. 

However, the very commanding 
heights that oil prices rocketed to in re- 
cent times could ironically lead to the oil 
bubble burst, as an oil-weary and oil- 
wary world has started looking for alter- 
natives and supplements to oil. Though 
many fuel options are already in vogue— 
coal, wind, solar, nuclear, fuel from biem- 
ass and crops—they are not multipur- 
pose and abundant enough to emerge as 
a serious alternative to oil. There is, how- 
ever, one that fits the bill: natural gas. 


Stepping on the gas 

Colorless and odorless in its pure form, 
natural gas was once considered a far 
less lucrative byproduct of crude-refin- 
ing. However, the knowledge that natu- 
ral gas, unlike other fossil fuels, gives 
clean burning and emits fewer pollut- 
ants into the air soon got it the recogni- 
tion as an important source of enengy. 
While the increasing use of gas—indus- 
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INTERVIEW 


“Yes, gas is likely to take a larger pie of the total energy sources both globally and domestically.” 


Do you think that gas has come to rival oil as an 
energy source? Your reasons? 

V Raghuraman: At the start of the century, 
gas was touted as the major energy source. 
The 21* century was expected to be the natu- 
ral gas century, as the 20" century was at- 
tributed to oil. However, the current scene 
proves to be otherwise. There seems to be no 
alternative to oil in the short and medium 
run, and the natural gas finds, at best, will 
be supplementing and substituting oil to a 
limited extent. 

Rohit Nagraj: Gas will not be able to replace 
oil in global energy resources. But, yes, it is 
likely to take a larger pie of the total energy 
sources both globally and domestically. 
Crude ail accounts for over 39% share in world 
energy basket, while natural gas accounts for 


23%. By 2030, the share of crude oil is expected to decline to 
over 36.5%, while natural gas is likely to replace oil with a 





V Raghuraman 
Principal Adviser and 
Chief Executive, Energy 
Environment and Natural Resources, 
Confederation of Indian Industry 
(Cll), India 





World over, finding oil is becoming more 
and more expensive because of which people 
are looking at alternative sources of energy. 
Also, the price of crude oil has skyrocketed 
over the past few years, which is putting 
pressure on most of the economies. Since 
natural gas is a cheaper and less polluting 
resource, countries are trying to utilize this 
resource. 

Domestically, KG basin is a prolific re- 
source base for gas, which will help double 
the gas availability in India in the next 
couple of years. India, being a 75% importer 
of crude oil, has a massive import bill. De- 
velopment of domestic gas resources and 
imports of LNG will help reduce the import 
bill of the government. 


Do the proved and unproved gas resources world over have the poten- 
tial to change the global energy scenario? How? 


larger share of over 27.5%. Also, during the period 2005-30, 
crude oil is anticipated to clock a CAGR of 1.4%, whereas natu- 
ral gas is expected to clock a healthy CAGR of 2.4%. 


trially, commercially and residen- 
tially—has started adding to its glow, 
so to speak, the periodic oil price hic- 
cups anc the resultant energy and eco- 
nomic crises have forced the world to 
seriously view gas as an alternative 
source of fuel. 

Found in reservoirs belew the earth 
and often associated with oil deposits, 
natural gas is being increasingly devel- 
oped as an important fuel. Though oil 
still acccunts for 40% of global energy 
consumption, crude price shocks and en- 
vironmental concerns have made gas the 
fastest growing energy source in the US, 
Europe апа Asia. Today, gas is the pre- 
ferred fuel in the static power sector, ac- 
counting for about 2366 of world energy 
consumption, which is expected to touch 
30% bv 2020. 

Sirce natural gas is a non-renew- 
able resource, efforts are on to esti- 
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mate how much natural gas is avail- 
able for use. Estimates of natural gas 
reserves usually include undiscovered, 
unproved, proved, and unconventional 
natural gas. According to an estimate 
by Energy Information Administration 
(EIA), the world’s proved natural gas 
reserves, as of January 1, 2008, are es- 
timated to be 6,185.694 trillion cubic 
feet (tcf). While the Middle East is 
home to proved gas reserves of 2,548.9 
tcf, Eurasia possesses 2,014.8 tcf. 
Proved gas reserves in other regions in- 
clude: North America 283.135 tcf; Cen- 
tral and South America 261.795 tcf; 
Europe 172.041 tcf, Africa 489.63 tcf; 
and Asia and Oceania 415.393 tcf. Ac- 
cording to BP, one of the world’s largest 
energy companies, while the world 
natural gas production grew by 2.4% in 
2007, with the US contributing one- 
third of the global volume growth, world 


V Raghuraman: In the foreseeable future, at least till 2030, 
globally coal and oil will have a significant share of the global 
energy mix, and gas is not likely to emerge as the main source. 


natural gas consumption grew by 3.1% 
in the year, with the rise strongest in 
North America (5.2%). 


The gas czars 

Country-wise, Russia has the world’s 
largest gas reserves and currently ac- 
counts for about one-third of the globa! 
supply. While the bulk of Russia’s gas 
reserves are in Siberia, it has a smal 
but significant portion in the Caspiar 
basin as well. However, what sets Rus: 
sia leagues ahead of the rest of the 
emerging gas powers, like Kazakhstar 
and Turkmenistan in the Eurasia regior 
and Iran in the Middle East, is its prover 
expertise in gas production and export 
This has given Russia dominance ove! 
Central Asian gas production and ex 
ports. Another important factor tha 
gives Russia an edge over the rest in th: 
current gas scene is the fact that it con 


| Chartered Financial Analyst 


Natural Gas 
и qe CO a MODI o oom 


Gas hydrates, which are at the ocean depth, can be mined and 
,probably natural gas from this source will become commer- 
cially feasible beyond 2020. Ability to explore oil and gas in 
forbidden areas like Arctic and Antarctic could alter the hy- 
drocarbon scenario. Difficult sources such as oil shale and 
coal-to-liquid may provide some relief. It is also possible that 
gasification of coal and coal bed methane may make further 
contribution. 
Rohit Nagraj: Russia boasts of the largest 
proved reserves of natural gas with a global 
share of 25.2%. Then, the Middle East has 
proved gas reserves of over 41.3%, of which 
Iran (15.796) and Qatar (14.496) account for 
over 3046 of the total world reserves. Earlier, 
these countries did not have the infrastruc- 
ture for development of gas reserves, but ris- 
4e demand for fossil fuels has changed the 
gas scenario in these countries. Although 
Iran is still in nascent stages of developing 
the gas infrastructure, Qatar has leapt for- 
ward in global LNG trade. Qatar is the larg- 
est LNG exporter, with over 38.5 bem LNG 
being exported from its shores during 2007. 
We believe that the LNG trade will gather momentum in the 
coming years with the ongoing regasification projects as well 
as Iran’s plans for setting up regasification plants. Also, we 
are witnessing transnational pipelines being proposed across 
geographies. The Indian Government is also vying for gas 
from the Middle East through Turkmenistan-Afghanistan- 
Pakistan-India (TAPI) pipeline and Iran-Pakistan-India (IPI) 
pipeline, and even from Myanmar. 





Rohit Nagraj 
Sr. Research Analyst 
Angel Broking, Mumbai, India 





What political developments do you foresee as new gas powers take 
control of new choke points? 

V Raghuraman: Climate change concerns and the urgent 
need to keep greenhouse gas emissions under check pose the 
greatest challenge to the world. In this task, natural gas offers 
an elegant option. Gas resources are available in Central 
Asia, Middle East and Russia, and the challenge will be to 
access them through pipelines and LNG 
transport. Africa, which has abundant re- 
sources, is yet to be explored. Intensification 
of exploration in the Dark Continent should 
bring in new oil and gas fields. 

However, the geopolitical situation is 
quite fluid with conflicts in the Middle East. 
Insurgency and dictatorial regimes mark 
countries with sizeable hydrocarbon assets. 
Emergence of national companies vis-à-vis 
multinational corporations is raising na- 
tionalism, which could have serious impli- 
cations for the economic and sound develop- 
ment of hydrocarbon businesses. Human 
rights violations, kidnapping and other ter- 
ror acts can disrupt and frustrate supply 
lines. Rogue regimes can also renege on contracts. 

Rohit Nagraj: Most of the Asian countries are scouting for 
gas supplies, which has lowered the availability of spot and 
long-term LNG in the market and has also pushed up the 
LNG prices (spot LNG upwards of US$15/mmbtu). Hence, 
currently it is a seller's market, which we believe will tame 
down the prices once the new supplies come on stream. Sinee 
the market is vibrant at this time, governments of gas pro- 


trols almost all the new choke points, as 

majority of the existing pipelines run 
through Russia. Already, a major gas 
supplier to Europe, Russia is also eyeing 
the Asian markets. 

While Iran has the world’s second 
largest gas reserves and could be sitting 
comfortably on billions of dollars worth 
gas reserves, its anti-west and anti- 
American policies have made it difficult 
for the country to find multinationals 
with the expertise required to exploit 
its reserves to the fullest. As a result, 
despite its vast gas reserves, Iran is 
still lagging far behind Qatar in the pro- 
duction and export of gas. The other na- 
tions with a significant share of proved 
gas reserves include Saudi Arabia, 
UAE, US, Nigeria, Venezuela, Algeria, 

гад, Kazakhstan, and Turkmenistan. 
\. gas 15 fast emerging as the fuel of 
choice and a globally-traded commod- 
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ity, these countries are expected to play 
major roles in the great gas game. 


Pipeline politics 

However, the problem with gas is not 
production, but supply. Though gas has 
come to rival oil as an energy source and 
is in great demand, much depends on 
how the supplies are delivered. While 
oil is easily accessible, efficiently dis- 
tributed and professionally-traded, gas 
supplies are delivered mostly via pipe- 
lines. Since in most of the cases, these 
pipelines have to crisscross many a na- 
tional boundary before reaching the 
buying nation, the pipeline could be- 
come a tailor-made political flashpoint, 
and the supply could run dry at the po- 
litical whims and fancies of the gas pro- 
ducing nation or could be blocked by the 
pipeline-hosting nation. One need not 
look farther: the $7.5 bn, 2,775-km gas 


pipeline from Iran's South Pars gas 
field in the Persian Gulf across Paki- 
stan to India is a case in point. Proposed 
in 1993 and dubbed the “Реасе Pipeline; 
the Iran-Pakistan-India (IPI) pipeline 
has run into rough weather for reasons 
that are entirely political. 

The proposed IPI pipeline has 
predictably raised the US 
administration's hackles, as it feels 
that the pipeline would bolster the 
Iranian regime, which, in America's 
opinion, poses a major risk to the se- 
curity of the region. The fluid political 
situation in Pakistan has also added 
to the uncertainty of the pipeline 
project. The fact that the pipeline will 
have to run through the strife-torn Pa- 
kistani province of Baluchistan, which 
has witnessed much sectarian vio- 
lence and ethnic extremism, is not 
much help either. Russia, on the other 
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ducing countries are also scouting for higher long-term natu- 
ral gas pieces. This has led to the holdup of many infrastruc- 

(ture projects relating to natural gas. We believe excessive 
government intervention will be detrimental to the overall 
natural gas trade across the globe. Governments should keep 
themselves away and let the market forces decide the differ- 
ent variables (price, infrastructure investments, etc.) of the 
commodity. 

We recently witnessed political intervention in deciding 
the KG basin gas pricing; also, the spat between RIL and 
RNRL overpricing is still continuing. Such interventions by 
the government are leading us backwards in the controlled 
price era which will deter international players from further 
investments in India. 


What are the vulnerabilities that gas buyers may be exposed to? 
V Raghuraman: Gas buyers need to secure long-term con- 


\tracts from gas producing countries with regard to supply and 


price (which means wellhead price of gas pipeline transporta- 
tion cost or LNG terminals and the attendant transport need 
to be secured). Countries can also examine the possibility of 
making fertilizers and petrochemicals at the source and 
minimize the cost of transportation and the risk associated 
with it. 

India can enter into a strategic cooperation with countries 
such as Japan and Korea to streamline LNG transport from 
Strait of Hormuz to Strait of Malacca and also examine the 
possibility of swapping LNG to the Middle East sources by 
Japan/Korea with Indian LNG from Sakhalin in Russia. 


With respect to gas pipelines, India should seriously con- 

sider developing cordial relations with Pakistan and Iran to 
realize the Iran-Pakistan-India (IPI) pipeline. In addition, 
Myanmar gas should also be accessed through pipeline pass- 
ing through Bangladesh; the ultimate aim should be to de- 
velop a gas grid from Iran to Myanmar. The Caspian Sea 
pipeline, passing through several countries with political 
overtones, indicates that it is possible to bring cooperation 
among countries with planning and foresight. 
Rohit Nagraj: Escalating crude oil prices have also pushed 
up the prices of natural gas globally. Since, a lot of the LNG 
supplies are anticipated to start within a couple of years 
hereon, it is becoming difficult to source gas. LNG prices have 
also spiraled and have crossed even $15/mmbtu which is 
hurting the consumers. Gas suppliers are also putting off 
long-term commitments to garner higher prices for long-term 
supplies. Domestically, although we have been hearing abeut 
transnational pipeline talks for quite some time, no defini- 
tive decision has been taken yet, as the talks have failed over 
the pricing issue. 


Anything that you would like to add? 

Rohit Nagraj: We believe the gas sector is poised to grow 
globally as well as domestically once new gas supplies come 
on stream. Also, with the new supplies, the prices will came 
down and the volatility will reduce. Gas supplies will par- 
tially reduce dependence on crude oil and will drive down the 
oil prices, in turn, ensuring a positive sign for the global 
economy. 


hand, has nothing against the IPI 
pipeline. Given Russia's strategic in- 
terests in the European gas market, it 
would not mind Iran selling its gas to 
Asian countries. Also, the IPI pipeline 
provides Russia with an option to 
send a part of its supplies east, in- 
stead of sending it west through the 
proposed Nabucco gas pipeline, which 
is widely seen as the European 
Union's attempt to dilute its depen- 
dence on Russia for its energy needs. 
Meanwhile, some analysts view 
Russia's pursuit of an equity stake in 
the IPI pipeline as an attempt to un- 
dermine the proposed Turkmenistan- 
Afghanistan-Pakistan-India (ТАРІ) 
pipeline. Though gas supplies are also 
being shipped by sea and stored as 
Liquefied Natural Gas (LNG), pipe- 
lines are and will continue to remain 


ior some time central to gas supplies. 


Also, unlike oil, gas is much more 
concentrated in the hands of a few na- 
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tions, notably Russia, Iran and Qatar, 
which together hold nearly 60% of 
world’s proved gas reserves. Which 
means these nations can use gas as a 
weapon against those that refuse to 
toe the line. For example, in January 
2006, Russia cut gas supplies to 
Ukraine, following an energy price dis- 
pute, leaving the latter literally in the 
cold. And how Russia flexed its geopo- 
litical muscle to bully Georgia into 
submission is recent history and 
needs no repetition. Such instances 
underscore Russia’s ever-growing con- 
fidence as a gas power with a vice-like 
grip over Europe’s energy markets. 


The gas is always greener 

Despite such geopolitical risks and the 
vulnerabilities that gas buyers are ex- 
posed to, the market for gas is growing 
bigger. As LNG shipments grow (see 
interviews), gas will become less and 
less dependent on pipelines. Finding 


gas reserves and taking it to markets 
require huge investment from multi- 
nationals which have the money as 
well as the know-how to unearth gas 
and develop LNG facilities, which is 
what Qatar is doing, i.e., entering into 
tie-ups with multinationals. While 
politics could appear as a dampener, 
commercial imperatives are bound to 
prevail in the long run. As necessity 
forces nations to come together in mu- 
tual dependence, the security of supply 
lines would cease to be an issue. For 
example, interdependence and busi- 
ness interests in the case of Iran, Paki- 
stan and India could ensure the secu- 
rity of supplies via IPI pipeline. Ulti- 
mately, competitive prices, multiple 
supply options, and easy accessibility 
would determine whether gas can re- 
ally emerge as the next oil.» 


– R Venkatesan Iyengar 





Reference # 01M-2008-09-15-01 


| September 2008 | 85 


B ART & ARTISTS 





Leonid Hurwicz (1917-2008) 


Oldest Economist to Get Nobel 


L is a matter of commonsense that 
economic transactions take place in 
markets. What is, however, not that 
commonly known is about the economic 
transactions that take place within 
firms and a host of other institutional 
arrangements, but are mostly guided by 
the market prices. Some of these mar- 
kets are highly regulated by govern- 
ments, while some others are free from 
such governmental interven- 
tions. And, often markets are 
held as efficient ‘allocation 
mechanisms’, for they stay fo- 
cused on the problems relat- 
ing to incentives and private 
information. 

However, in the early 20" 
century, there emerged a new 
concept called ‘socialism’ that 
triggered a bitter argument 
among the economists as to 
whether socialist reform of 
economic institutions was 
possible without less of eco- 
nomic efficiency. Von Mises 
and Hayek argued that “A 
centrally-planned economy 
was doomed to collapse: be- 
cause every individual knew 
his own needs and capabili- 
ties best, government plan- 
ners could never hope to piece 
it all together and make sen- 
sible decisions.” But econe- 
mists like Oskar Lange and 
Abba Lerner disagreed with 
them arguing that a central 
ized planning, if conceived 
and executed well, can even 
surpass the performance of the com- 
petitive market. 

Their arguments, however, re- 
mained inconclusive, for the then exist- 
ing framework of economic analysis was 
felt inadequate to formally prove any 
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side of argument as right. To measure 
the efficiency levels of these two dis- 
tinctly different forms of economic ar- 
chitecture, a new and more general 
theoretical framework was felt essen- 
tial. Hayek also argued that any model 
attempting to evaluate these two eco- 
nomic organizations must first recog- 
nize that economic institutions of all 
kinds essentially serve as a means to 





transmit the widely dispersed informa- 


tion about the desires and resources of 


different individuals of the society. But 
the economists of those days have, in 
the words of Hayek, ignored the impor- 
tance of communication in market sys- 


tems. It is of course a different matter 
that the subsequent corpus of research 
findings under the economic theory of 
competitive markets and the bitter fail- 
ure of socialist economies have made 
many to conclude that Von Mises and 
Hayek were right but what then Hayek 
looked for was a new mathematical 
model that could capture the impor- 
tance of communication in market sys- 
tems and permit a general- 
ized comparison of the two 
systems. 

In the words of Hayek, 
as published in his famous 
1945 paper The Use of 
Knowledge in Society, “The 
economic problem of society 
is not merely a problem о! 
how to allocate ‘given’ re 
sources... It is rather a prob 
lem of how to secure the 
best use of resources knowr 
to any of the members of so 
ciety, for ends whose rela 
tive importance only thes: 
individuals know. ...it is : 
problem of the utilization o 
knowledge not given to any 
one in its totality. This char 
acter of the fundamenta 
problem has, I am afraic 
been rather obscured tha 
illuminated by many of th 
recent refinements of ес‹ 
nomic theory, particular! 
by many of the uses made ‹ 
mathematics.” It was thi 
challenge of Hayek that Le 
onid Hurwicz—who wa 
born in Moscow on August 21, 1917 1 
Polish-Jewish refugee parents; ol 
tained a law degree from Warsaw Un 
versity in 1938; studied at Londo 
School of Economics with Von Haye 
and Nicolas Kaldor, and with Vc 
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Mises at Geneva's Graduate Institute 
of International studies; moved to the 
(us in 1940; worked at Harvard, MIT 
as a research assistant to Paul 
Samuelson, Chicago’s Institute of Me- 
teorology, Cowles Commission for Re- 
search in Economics; and finally 
settled at the University of Minnesota 
—took up. 

In the process, Leonid Hurwicz— 
against the normal practice of econo- 
mists to predict the likely outcome 
from institutions such as markets, 
regulations and taxes—came up witha 
theory of Mechanism Design that can 
tell us if we could design an institution 
4 that is capable of delivering the de- 


 ^sired outcome, a sort of ‘reverse engi- 


neering’ in economics. This can be best 
illustrated with the example of a 
mother’s dilemma: How to divide the 
single dosa that she cooked between 
her two sons? She first thought of di- 
viding the dosa into two equal pieces 
and keep it ready for her sons—Ram 
and Prasad—returning from school. 
But she wondered: What if, one of them 
thinks that the other got a bigger 
piece? It may even generate envy be- 
tween them. To obviate this, she then 
came up with a new model: asking 
Ram to cut the dosa into two pieces 
while granting the right to pick a piece 
of his choice to Prasad, leaving the 
other piece to Ram. This mechanism, 


^Tshe thought, would induce Ram to cut 


the dosa into two equal halves, so that 
no matter which piece Prasad chose, he 
could be happy with the left-out piece. 
Prasad also would be happy because 
since he had the right to choose his 
pick. Thus, warmth—the desired out- 
come—is ensured between them. Here, 
the designer—-mother—is not having 
enough advance information as to 
which outcome will achieve her goal 
and hence she has to proceed indi- 
rectly, i.e., through the mechanism of 
divide-and-choose model which in it- 
self generates the information needed. 
On the other hand, the designer’s goal 
hardly matters to the participants, 





-ovRam and Prasad, for they are only con- 


cerned about getting as much dosa as 
possible. 
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His Mechanism Design theory, 
thus, provides a coherent framework to 
analyze ‘allocation mechanisms’ and 
particularly, the complexities of ‘incen- 
tives’ and ‘private information’ associ- 
ated with it. In his seminal work of 
1960 and 1972, Leonid Hurwicz de- 
fined mechanism as a communication 
system in which participants send 
messages to each other or to a message 
center where a pre-specified rule as- 
signs an outcome for every received 
message. E-bay auctioning is a best il- 
lustration of this. He opined that it is 
useful to look at any economic institu- 
tion in this way. Importantly, he ar- 
gued that the path to the most efficient 
and satisfactory economic outcome in 
any system is to design mechanisms 
which induces everybody to do the best 
for themselves by sharing truthfully 
whatever private information they 
have, which idea he named as ‘incen- 
tive compatibility’. Leo is the first to 
conceptualize the abstractions such as 
‘mechanisms’, their role in informa- 
tion-generation, and ‘incentive com- 
patibility’ by offering clear definitions 
in his pioneering papers of 1960 and 
1972. 

Coming back to Hayek’s challenge, 
Hurwicz argued that the failure of the 
central planning model was more due to 
lack of incentive for people to share 
their information with the government 
truthfully so as to permit rational eco- 
nomic calculation for the alternate uses 
of scarce resources. However, by giving 
unambiguous definitions to concepts 
such as ‘centralization’ and ‘decentrali- 
zation’ and with his ultimate theory of 
mechanism design, Hurwicz created a 
broad consensus that Von Mises and 
Von Hayek were right in their assess- 
ment that free markets are ‘efficient 
allocators’ subject to: one, there are 
large numbers of economic agents on 
the buying and selling sides of the mar- 
ket; two, there are no significant 'exter- 
nalities’ of consumption or production; 
and three, there is no asymmetry of in- 
formation about the good. Thus, his 
highly abstract and mathematical 
work “allows us to distinguish situa- 
tions in which markets work well from 
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those in which they do not. In the same 
vein, alternative mechanisms can азо 
be devised for improving the outcome of 
pure market whenever any of the three 
conditions prescribed above is missing. 
It has helped economists identify etfi- 
cient trading mechanisms, regulation 
schemes and voting procedures.” His 
work also had a big effect. on the way 
people look at development problemsan 
poor countries. 

It is essentially for inventing this 
pioneering economic theory—Mecha- 
nism Design Theory—that Leomd 
Hurwicz received Nobel Prize in E«o- 
nomics in the year 2007 at the age of 90 
along with two others—Roger Myerson 
and Eric S Maskin. Hurwicz was so 
humble that when the President of Uni- 
versity of Minnesota, Robert Bruinin&s 
spoke to him—knowing that he had won 
the Nobel—it is said that he under- 
played it in his own characteristic way, 
saying that he was surprised by the 
award, deeply appreciative of the receg- 
nition of the work, and felt that ne 
largely received this recognition be- 
cause he outlived his contemporaries. 
Hurwicz was a polymath—he was 
knowledgeable about such diverse mat- 
ters as the dialects of Tamil, archaeol- 
ogy, biochemistry and music, and aiso 
served as a member of the National Sci- 
ence Foundation Commission on 
Weather Modification established un- 
der Lyndon B Jonson. And, as Kenneth 
Arrow, his collaborator, once observed, 
he stands out for his intellectual cau- 
tion, rigor and depth of his understand- 
ing of a problem. In 1990, he was 
awarded the National Medal of Science 
by President Bush—one of the only six 
economists honored with this medal. 

Leonid Hurwicz, Regents Professor 
of Emeritus of Economics at the Univer- 
sity of Minnesota, Minneapolis—an 
antithesis of ‘publish or perish’ mental- 
ity but took delight in teaching gracu- 
ate students, which he did till 2006— 
died at the age of 90, on June 24, 2008 
leaving behind his wife Evelyn Jensen 
whom he married in 1944, and their two 
sons and two daughters.s 


тли тики тучи карпа ——— d 


| September 2008 | 87 





Powered by 


Cnaukri.com 


India’s No.1 Job Site 


Post: Chief Manager- Financial 

Company: Maven Resource Management Services 
Job Desc.: Would be required to identify financial 
risks, independent validation of Sarbanes Oxley & 
Clause 49 Documentation, self assessment 
program for finance & investments. 

Profile: Experience of 7-8 yrs in Corporate audit is 
requirec with an ability to validate Sarbanes Oxley 
& Clause 49 documentation, identifying financial 
risks and executing risk based onside reviews. 
Exp: 7-8, Location: Delhi 

Email: divya.kaushik@mavenrms.com 





Post: Asst. Manager-Audit 

Company: Ocwen Financial Solutions Pvt. Ltd. 
Job Desc.: The individual will be responsible for 
performing audit planning, audit fieldwork and 
reporting and will communicate results crally and 
in writing to Sr. Management. 

Profile: The person applying for this post should 
have 4-6 yrs.in the internal Audit System. 

Exo: 4-6, Location: Bangalore 

Emait devang.oza@ocwen.com 





Post: Dy.Manager-Costing 

Company: Moolchanc Medcity 

Job Desc.: Job responsibilites include to develop a 
robust framework to understand service line 
economics, create a cost/ pricing database, create 
a framework for allocating costs, create cost 
analysis template. 

Profile: Responsibilities include developing robust 
framework to understand service line economics, 
creating cost/ pricing database, creating analysis 
temp'ate. Experience required 4-7 yrs. 

Exp: 4-7, Location: Delhi 

Email hrportal@moo!chandhealthcare.com 





Post: Asst.Vice President-Finance 

Company: India Advantage Group 

Job Desc.: Job requires а C. A. with relevant 
experience of 3-5 Years, responsible for total 
opereticns and interlinking departments including 
Risk Management, full knowledge of Broking 
operetions is essential. 

Profile: Company locking for professionals with 
3-8 yrs experience with prior experience in finance. 
Exp: 3-8, Location: Mumbai 

Email contact@indiaadvantage.co.in 





Post: Executive-Finance and Accounts 

Company: Guiness Securities Ltd. 

Job Desc.: Candidate will be required to handle 
head office accounts and branch accounts, will be 
required to prepare balance sheets profit and loss, 
tds PF and ESI statements, will be required to work 
on Ta ly. 

Profile: Should be well versed with company 
accounts and financial statements, should have 
good command over tally and should have 
leadership qualities with an experience of 8-12 yrs 
is required. 

Exo: 8-12, Location: Kolkata 

Email careers@guinessonline.net 





Post: Investment Banking 

Company: ULJK Securities Pvt.Ltd. 

Job Desc.: Required to identify investment 
banking opportunities, make marketing calls, 
convert leads into mandates, give guidance and 
assistance in the execution of mandates, 
independently lead and assist the team. 

Profile: Knowledge of SEBI guidelines especially 
related to capital market transactions, networking 
with Broking Community, FIIS, Mutual Funds, 
Private Equity Funds, Venture Capital Funds is 
must. 

Exp: 6-10, Location: Mumbai 

Email: amruta.sambhoos@uljk.in 





Post: Accounts Executive 

Company: Rajshri 

Job Desc.: Candidate should have thorough 
knowledge of Book Keeping right to the point of 
finalising accounts ready for audit inspection. 
Profile: Incumbent should have completed at least 
the final step before CA.Minimum 3-5 yrs 
experience in a similar field necessary. 

Exp: 3-5, Location: Bangalore 

Email: mitesh74@yahoo.com 





Post: Accounts Executive 

Company: Kejriwal Paper Ltd. 

Job Desc.: Maintaining complete books of 
accounts upto finalization, generating MIS & 
compliance with various auditors, maintaining all 
tax returns of all Kejriwal Group of companies. 
Profile: Candidate must have knowledge of 
accounting with minimum of 5 years of relevant 
experience. 

Exp: 5-7, Location: Mumbai 

Email: rosetta@kejriwalgogreen.com 





Post: Senior Accountant 

Company: Uday & Uday Chartered Accountants 
Job Desc.: Knowledge of accounts, ETDS, DVAT, 
income tax essential.Candidate should know how 
to finalize Balance Sheet with 10-15 Years of 
experience in accounts upto finalisation. 
Profile: The job profile requires graduate with 
knowledge of taxes with an ability to handle 
complete company accounts, knowledge of 
computers necesssary. 

Exp: 10-15, Location: Mumbai 

Email: uday2ca@gmail.com 





Post: Project Executive-Accounts 

Company: National Institute of Securities Markets 
Job Desc.: The incumbent would be responsible 
for organizing the accounts of NISM, putting 
accounting systems in place, facilitating and 
ensuring legal compliance with requirements 
under Income Tax Act. 

Profile: Candidate should be M.Com or CA/ICWA 
with four to five years experience. 

Exp: 4-5, Location: Mumbai 

Email: hrd@nismindia.com 


Post: Accountant 

Company: V. P. Gupta & Co. 

Job Desc.: Candidate is required to maintain 
accounts of the firm. 

Profile: Person having knowledge of Tally Software 
with 3-8 yrs of experience can apply, should be 


responsible for depositing TDS, computing FBT and 


finalizing the Accounts of the firm. 
Exp: 3-8 

Location: Delhi 

Email: anujbansal1977@gmail.com 





Post: Financial Accountant 

Company: Careernet Technologies Pvt.Ltd. 

Job Desc.: 4-7 Yrs strong financial accounting 
experience, good knowledge in India GAAP & tax 
matters is required. Candidate should be B.Com / 
C.A Inter / M.com. 

Profile: Incumbent should have completed at least 
the final step before CA.Minimum 3-5 yrs 
experience in a similar field necessary. 

Exp: 4-8 

Location: Mumbai 

Email: john.d@careernet.co.in 





Post: Controller-Finance 

Company: Pioneer Property Zone Services Pvt. Ltd. 
Job Desc.: Responsible for maintenance of 
accounts, review income & expenses to budget, 
analyze variances, make recommendations for 


corrective action, preparation of monthly executive 


management report etc. 

Profile: Should be Inter CA of experience of 4 to 8 
years.Knowledge on compliance, cash flow and 
working capital,tracking of costs, revenue, 
collections cycle, taxation is must. 

Exp: 4-9, Location: Mumbai 

Email: felcia.lewis@icsgroup.co.in 





Post: Accounts Officer 
Company: Thinkways Software Technologies 
Pvt.Ltd. 


Job Desc.: The candidate should be MBA in Finance 


with an experience in Finance and Accounts 
Management, with knowledge on STPI standards, 
company laws, auditing. 

Profile: Candidate will be MBA in Finance,having 
experience in Finance and Accounts 


Management.Knowledge on STP! standards is must. 


Exp: 3-7, Location: Bangalore 
Email: jobs@thinkways.com 





Post: Sr.Advisor-Equities 

Company: Motilal Oswal Securities Ltd. 

Job Desc.: Should have driving quality & 
personalised advisory services to select HNI clients, 
monitor the implementation and adherence to 
defined processes for advisory. 

Profile: Must have strong understanding of the 
financial markets, must have 3-4 years prior 
experience in Advisory of HNI Clients. 

Exp: 4-6 

Location: Mumbai 

Email: ashimadayal@motilaloswal.com 
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Post: Manager Taxation 
Company: Maven Resource Management Services 


Job Desc.: Will be handling Direct and Indirect taxes 


both, will also be responsible for looking after 
Fringe Benefits. 


Profile: Candidate with CA with 4-8 yrs of experience 


can apply ,should have handled Direct and Indirect 
Tax as well as Fringe Benefits. 

Exp: 4-8 

Location: Delhi/NCR 

Email: divya.kaushik@mavenrms.com 
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Post: Manager-Accounts 

Company: Brics Securities Ltd. 

Job Desc.: Required to do overall supervision of 
Accounts & Operation of a Commodity Broker 
company, preparation of various MIS reports, 
Budget, etc. 

Profile: Would be Bcom with min 5 yrs of relevant 
experience or Candidate with CA. Candidates 
coming from Stock broking industry can apply. 
Exp: 4-9 

Location: Mumbai 

Email: careers@bricssecurities.com 
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Post: Sr. Accountant 

Company: Sonak Surface Technologies Pvt.Ltd. 
Job Desc.: Candidate should be able to handle 
accounts upto finalisation including filling of Vat 
and Service Tax Returns. 

Profile: Incumbent should have prior experience in 
finalising accounts right upto Balance Sheet with 
5-10 yrs of experience. 

Exp: 5-10 

Location: Mumbai 

Email: anandshah@sonakindustries.com 


Post: Manager-Taxation 

Company: Neeraj Bhagat & Co. 

Job Desc.: Candidate would be heading a team of 
executives and would be responsible for Statutory 
Tax Compliances of various MNC clients. 

Profile: The person should have experience of 
working with a Chartered Accountant firm for 
atleast 4 years, should be team leader. 

Exp: 4-9 

Location: Delhi 

Email: careers@neerajbhagat.com 


Post: Manager 

Company: Investor's Trust 

Job Desc.: Good understanding of investment 
banking, project finance and corporate finance, 
knowledge of SEBI guidelines especially related to 
Capital market transactions etc is required. 
Profile: Analytical skills in Business Planning, 
Financial Analysis, Deal Structures, Agreements is 
required, good knowledge of Excel Modeling and 
Valuation is must. 

Exp: 3-5 

Location: Hyderabad 

Email: beenakothari28@gmail.com 
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For complete recruitment solutions Employers can call us at 01 20-(3082097) or email us at vinny.ganju@naukri.com 


Post: Investment Banking-VP 

Company: UUK Securities Pvt. Ltd. 

Job Desc.: Will be required to do networking with 
Broking Community, FIIS, Mutual Funds, Private 
Equity Funds, Venture Capital Funds, research ana- 
lysts Networking with Banks and Financial Institu- 
tions. 

Profile: CA / MBA candidate with around 8-9 years 
experience is required.Good understanding of in- 
vestment banking, project finance and corporate fi- 
nance required.Knowledge of SEBI guidelines must. 
Exp: 5-10, Location: Mumbai 

Email: amruta.sambhoos@uljk.in 
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Post: Sr.Accountant 

Company: Anil Khanna & Associates 

Job Desc.: Candidate will be required to handle fi- 
nalisation of accounts of clients, Tax filiing, Follow 
up with Tax office, Audit and handling other statut- 
ary compliances. 

Profile: Company requires C.A. or Senior Accountant 
with good knowledge of Accounts, Audit, Tax with 
3-8 yrs of experience. 

Exp: 3-8, Location: Mumbai 

Email: anilca1 (Qvsnl.com 
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Post: Accounts Head 

Company: Spandana Sphoorty Financial Ltd. 

Job Desc.: Candidates must be a Post graduate, CA 
or ICWA candidates preferred with post qualifica- 
tion experience of 4-7 yrs in an industry in compa- 
nies with several branch offices. 

Profile: Responsibilities include preparation of Bal- 
ance sheet, monitoring entire accounts department, 
development and implementation of internal con- 
trols and procedures.Candidates with 4-7 yrs of ex- 
perience required. 

Exp: 4-7, Location: Hyderabad 

Email: arikamehrotra@spandanaindia.com 


Post: Jr. Accountant 

Company: Uday & Uday Chartered Accountants 
Job Desc.: Knowledge of accounts, ETDS, DVAT, 
Income Tax, knowledge of tall, society accounts etc 
is required. Candidate should know how to finalize 
Balance Sheet, 3-5 Years of experience in accounts 
upto finalisation. 

Profile: Should be a graduate with knowledge about 
taxes and duties and ability to handle company ac- 
counts. 

Exp: 3-5, Location: Mumbai 

Email: uday2ca@gmail.com 


Post: Sr.Accountant 

Company: Twincity Sunlife Pvt. Ltd. 

Job Desc.: Senior Accountant required to maintain 
books / finalization of accounts / compliance of 
Statutory Requirements, controlling finance. 
Profile: Will be well versed with handling of com- 
pany accounts, taxes, presenting MIS & P&L ac- 
counts of the company and various projects under- 
taken by the company. 

Exp: 3-6, Location: Mumbai 

Email: shetty.vikram@twincity.co.in 
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Post: Accounts Manager 

Company: The Chopras 

Job Desc.: Responsible for handling of the ac- 
counts of the Organisation pan India. 

Profile: Candidate with 3-6 yrs of experience in 
the same field can apply. 

Exp: 3-6 

Location: Delhi 

Email: resumes@thechopras.com 


Post: Manager - Finance 

Company: UTV Software Communications Ltd. 
Job Desc.: Candidate will be responsible for han- 
dling finance related function, finalization of Ac- 
counts, preparation Cash & Fund Flow. 

Profile: Handling of Finance realted 
function.Responsibilities include finalization of 
Accounts Preparation Cash & Fund Flow. 

Exp: 6-11 

Location: Mumbai 

Email: mehjabeen@utvnet.com 
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Post: Manager Accounts 

Company: Bhaichand Amoluk Consultancy Ser- 
vices Pvt.Ltd. 

Job Desc.: Experience in Income Tax, Sales Tax in 
Mfg/finance/service industries, accounts finalisa- 
tion, liaison with auditors, bankers, compilation 
of accounting information (Excel), MIS etc is re- 
quired. 

Profile: Candidates with 5-8 yrs of experience re- 
quired to liaison with auditors, bankers, compi- 
lation of accounting information (Excel), MIS, 
Management reporting, IT & ST assessment, etc 
Exp: 5-8, Location: Mumbai 

Email: rajendra.t@chemspec.co.in 


Post: Dy.Manager-Finance 

Company: Moolchand Medcity 

Job Desc.: The job position requires candidate to 
do cheque preparation and authorization of 
cash vouchers, Bank transactions and reconcilia- 
tions, preparing and controlling capital and rev- 
enue budget reconciliation etc. 

Profile: Responsibilities include cheque prepara- 
tion and authorization of cash vouchers, bank 
transactions and reconciliations, controlling 
capital and revenue budget 
reconciliation.Exposure in fund management 
must. 

Exp: 4-7, Location: Delhi 

Email: hrportal@moolchandhealthcare.com 


Post: Accounts Executive 

Company: Taurian Iron & Steel Company Pvt.Ltd. 
Job Desc.: Will be required to do finalisation of 
Accounts. 

Profile: Candidate with 5-10 yrs of experience in 
accounts can apply. 

Exp: 5-10 

Location: Mumbai 

Email: recruitment@tauriansteel.com 
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Derailed Doha Talks 


What Next? 


pou a bicycle has never been easy, particularly for a 
new practitioner. But hope is the spark of life. The 
bumped new cyclist does not give up. He gets up, jumps onto 
the seat again, and starts pedaling afresh. But there must be 
someone around, may be an uncle or a brother, to hold it from 
behind so as to ensure that the bicycle doesn’t fall while the 
kid is pedaling it forward. 

After all, if the ultimate goal of the World Trade Organiza- 
tion (WTO) is to maximize the “gains from trade” for all its 
member countries through the best possible allocation and en- 
abling the best use of world's finite resources under a well- 
designed multilateral trading system that is governed by a set 
of agreed upon rules, one must confess that WTO is a kid—a 
kid just learning riding a bicycle. 

No doubt, WTO has passed through many curves, overcome 
many bumps, and indeed, bagged success too. Yet, as Fred 
Bergsten of the Peterson Institute for international economics 
theorized, trade liberalization is like riding a bicycle. And, the 
bicycle theory states that one cannot stand still. Unless one 
moves forward, the bicycle will lose its equilibrium and the 
rider will fall off it. 

And that's just what happened in Geneva. 
After nine days (and nights) of intensive talks, 
the trade ministers of different countries 
managed to clear 18 out of the 20 agenda 
items set before them by the untiring WTO's 
Director General, Pascal Lamy, yet failed to 
‘converge’ on the remaining two items namely 
— Special Safeguard Mechanism (SSM) in 
the context of import of food items into devel- 
oping countries and subsidies to agriculture 
in the developed world, particularly the US, 
perhaps, under the pressure of their respec- 
tive domestic compulsions. There was no 
uncle cr brother behind the bicycle to hold it from falling, or if 
there was, they had coolly taken their hands off as the kid was 
pedaling. The net result is: ministerial talks in Geneva have 
failed again. 

No point in entertaining a blame game. It doesnt matter 
whether it is the US or the combine of India and China that 
was responsible for the fall of the bicycle, for both had taken 
their hands off the bicycle. What therefore matters most here 
is: How serious are the developed countries in enhancing ‘recip- 
rocal altruism’? Or, how committed are they to “minimize the 
dominance and maximize the use of reciprocity that ensures 
gain in trade, making everyone in the game better off?” 

After all, it is the basic instinct of mankind “to trade, to 
barter, to exchange one thing for another.” Thus, it becomes 
essential that the mutual reciprocity of trade should become 
an act of mutual and enlightened self-interest in pursuit of the 
“gains from trade”—direct gains such as economies of scale, 
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lower production costs, lower consumer prices, broader con- 
sumer choices, and bigger markets; and indirect gains such as 
improved efficiencies among domestic manufacturers owing to 
increased competition, transfer of technology, and high level of 
innovation, leading to continuous improvement in technology. 
Interestingly, as John Stuart Mill observed, it is the intellec- 
tual and moral effects of trading which are more important 
than even that of economic gains. 

As against these basic requirements, what happened in the 
last week of July in Geneva was the failure of the developed 
world to show solidarity with the concerns of the developing 
countries, that too, when the stakes involved under the conflict is 
just one-tenth of 1% of global GDP. Incidentally, when the Doha ) 
round talks started, agricultural liberalization was an issue of: 
the developed world, but today the US is demanding significant 
expansion of access to the agricultural markets of the developing 
countries. Nor could it display a shining example of its commit- 
ment to trade liberalization: it has increased its allocation for 
farm subsidies from the current level of $9 bn to $14.5 bn, which 
is sure to hit the exports of sub-Saharan cotton growers badly. 

Looking at the prophesied difficulties of developed coun- 

tries in selling the idea of genuine liberaliza- 
tion—reducing their farm subsidies that are 
required to encourage agricultural exports 
from developing countries—one wonders how 
they are expecting the developing countries to 
sell the ‘structural adjustments’ required in 
terms of opening up of markets for their agri- 
cultural products, that too, at the cost of the 
welfare of their teeming millions of small and 
marginal farmers. Moreover, in today's con- 
text of soaring food prices, it is all the more 
difficult for developing countries to effect 
structural changes unless there is a matching 
gain elsewhere. Indeed, basic economics dictate that as new 
supplies from external world make inroads into traditional 
domestic markets of developing countries, there arises a dire 
need for increased opportunities for exports from these coun- 
tries to offset the pressure towards more protectionism 

It's not that this simple equation is not known to the 
developed countries, but apparently the principle of 'reci- 
procity of altruism' is given a go-by and instead, they are 
obviously preferring the art of ‘dominance’ as a tool to garner 
trade gains for themselves. And the victim is 
‘multilateralism’ at the expense of which bilateralism has in 
the recent past become rampant. Which means, today's world 
is more tilted towards open economy. All that is required is to 
keep pedaling, so that the bicycle moves forward equally ben- 


efitting all the 145 countries. 
— grif 
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Things Fall Apart 


It was Bear Stearns in March. A couple of weeks back, it was Fannie Mae and 
Freddie Mac—the two giants of America's mortgage market with combined assets 
of $1.8 tn. Then came the turn of world's two oldest investment banks with a 
combined assets of $1.5 tn: Lehman Brothers filed for bankruptcy, and Merrill 


Lynch is acquired by Bank of America. And now, it is the turn of AIG to desperately 


seek a bailout, which the Fed perforce offered under the threat of imminent Sys- 


temic risk—should it fail, the very global financial architecture will collapse. 


What an incredible celebration of the anniversary of the US Subprime crisis! 
The man in the street is wonderstruck: Who is blasting off these Bamiyan 
monoliths of capitalism? No one is sure of the magnanimity of the impending 


crisis. The collapse of financial companies in hundreds, if not thousands, is what 


experts are predicting. And they may not be far away from the truth, except for the 
timing. The former Fed Chairman, Alan Greenspan has termed the current crisis 


“The most wrenching since the end of the Second World War,” while a few others 


have called it the beginning of a crisis comparable with that of the Great Depres- 
sion. 

Letting money make money is always profitable, but it reels under a constant 
threat of collapse simply because profit generation is not backed here by real 
production. There is a limit to leverage: inexorable lending of monies more than 
what is owned and borrowing monies more than one’s “instant capacity to meet 
engagements” is a sure recipe for collapse. And, no amount of intelligent applica- 


tion of crazy ‘Quants’ to over-trading in money’ can ever avert the burst, for they can - 


only, at best, defer the imminent but cannot eliminate it. Someone or the other has 
to pay for it, for the only certainty is the whole —the critical mass as defined by the 
real economy—which tends to remain constant. For sure, it abhors to remain out 
of equilibrium, that too, for long. | 
That being the reality, the most disturbing question now is: What next? Obvi- 
ously, answering the crisis is what is more important now, than brooding over 


what has happened and how. As some experts observed, takeovers by the govern- г; 
ment is, perhaps, а good answer for getting the financial system back into working = 
condition. When persons of the stature of Paul Volcker, the former Fed chairman, | 
suggest that creation of a new government agency sort of body to purchase the — 
‘troubled paper’ of the troubled institutions is the only alternative to end the - 


present liquidity crisis, it merits consideration. As the market reports trickle in, | 


the American government appears to be all set to create such a special agency. 


Central banks of the developed world have already pumped in $247 bn to create _ 


liquidity in markets. Indeed, the risk of not pursuing such a course would, perhaps, 
be more catastrophic. Yet, this is, for certain, only a short-term measure to get the _ 


financial system back on rails. 


Back to reality, the obvious and the most important long-term requirement is | 
to make the greedy and giant financial institutions submit to the laws of finance. _ 


The institutions such as AIG, which were once considered too big to fail, must now 


be made to submit to regulatory supervision. An accounting system that could - 


measure the risks correctly and, more importantly, make them transparent is 
what is urgently needed to be put into practice. At the same time, too much reli- 
ance on regulators can create only a spurious sense of security, for these giant 
financial institutions are always capable of outsmarting the regulators owing to 
the fact that the true financial picture of any institution is known only to its owner. 

Which is why the investors are required to take care of themselves. The only 
way to become wealthy or even to remain wealthy is—as said by an interviewee in 
The New Elite: Inside the Minds of the Truly Wealthy—to operate from a frame of 
mind: “I have a Chevrolet taste on a Mercedes income.” 


Anyone to take heed? — СКК Murty 
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For sustained economic growth, it is essential that inflation and inflation 

expectations be contained. My immediate priority will be to manage inflation, 

anchor inflation expectations and to pursue financial sector reforms in the 
context of financial stability and price stability. 

- D Subba Rao 

Governor. RBI 


The Singur crisis does not affect the image of India as an investment destina- 
tion. This kind of problem can happen in any other country. It does not give us 
nightmares. And we will not revisit our plan in India because of Singur episode. 
- Lakshmi Mittal 

Chairman, Arcelor Mittal 


What is going on right now in New York has not got anything to do with any 

bridge loan from the government; it is & private-sector effort. I never once 

considered that it was appropriate to put taxpayer money on the line in resolv- 
ing Lehman Brothers. | 

-Henry Paulson 

Treasury Secretary. US 


I cannot say the worst of the financial crisis is behind us ... the consequences of 
the financial crisis are not over but the root causes are far behind us. 

- Dominique Strauss-Kahn 

Managing Director, IMF 


These are challenging times and I don’t see the challenge going away soon, 

though Indian financial service players are in a better position. There are two 

kinds of signals: while a few may go the Lehman way, the market is still 
willing to spot value in others, as the Merrill BankAm deal demonstrates. 

- Chanda Kochhar 

Joint MD & CFO, ICICI Bank 


The fact that we have not been affected reflects the merit of proceeding slowly. 

We have actually been reforming very very slowly and I think gradual pace of 
reforms has some advantage and we should continue with that pace. 

- Montek Singh Ahluwalia 

Deputy Chairman, Planning Comraisston 


With the rapid growth in the mobile industry, wireless activities will require 

more spectrum. So, this spectrum sharing move will not only benefit the new 

players, who have spectrum only in a few circles at present, and will take some 
time in rolling out pan-Indian services. 

- Mahesh Uppal 

Director, Com First (Indta) 


New projects announced have risen a fifth over a year ago. If the capital goods 

index still shows a fall, it is because it is faulty—this shows a fall even when 
sales of companies are growing. 

- Mahesh Vyas 

MD and CEO, Centre for Monitoring Indian Есопоту 
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Big Is Beautiful 


After State Bank of 
Saurashtra (SBS), two 
more associate banks of 
SBI—State Bank of Indore 
and State Bank of Patiala 
(SBP)—would soon be 
merged with the parent 
bank, State Bank of India 
(SBI). In the first phase, 
the government is plan- 
ning to merge only 10096 
owned subsidiaries of SBI. 
While the SBP is a 10096 
owned subsidiary of SBI, 
in the State Bank of 
Indore, SBI has 98.05% 
stake. State Bank of 
Hyderabad (SBH) is also 
fully-owned by SBI, which 
is another unlisted entity. 
In other associate banks, 


Currency Derivatives 


The National Stock 
Exchange of India launched 
a platform for trading of 
currency derivatives in 
India on August 29, 2008. 
The first day trading began 
with nearly 70,000 con- 


tracts being traded. Around 


300 trading members, 
including 11 banks, have 
been registered in this 


segment. The introduction of 


currency futures will make it 
easier for bankers, brokers 
and private investors to 
interact in the currency 
market and hedge their 
foreign exchange risks when 
trading. According to Vikas 
Khemani, Co-head, Edel- 
weiss Securities, currency 
futures would allow for a 
dynamic shift in currency 
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SBI has diluted stake 
through listing on various 
stock exchanges. Accord- 
ing to a Finance Ministry 
official, “We would start 
the process once every- 
thing is stable and SBI is 
able to handle the 
pressure, once SBI is 
ready, we would take up 
the proposal to merge 
State Bank of Indore 

and State Bank of 
Patiala with the parent 
organization.” 

SBI has almost 
completed the process of 
merger of SBS with itself 
and both are a single 
entity now. With the 
completion of the integra- 
tion process of SBS, SBI 
is ready to take up 





trading and hedging in India. 
This initiative would 
enhance the overall efficiency 
of the curreney market via 
transparency in pricing, 
increasing investor catego- 
ries and growing the number 
of market participants, 
enhancing opportunities and 
eliminating ceunterparty 
risk. Jamal Mecklai, CEO, 
Mecklai Financial Services, 
said that w:th the currency 
futures for the first time, 
Indian entities can take 
positions on the external 
value of the rupee without 
having an underlying foreign 
exchange exposure. This is 
yet another irreversible step 
towards a freer economy with 
capital account convertibility 
on cards. 
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further challenges to 
compete with global peers. 
In the next Parliament 
session, the government 
would present the SBI 
Subsidiary Bank Amend- 
ment Bill 2008 for final 
approval on the merger of 
SBS with SBI. The 
Finance Ministry is likely 
to introduce changes in the 
SBI Subsidiary Act, which 
will ensure that there is no 
need for amendment in the 
Act each time a subsidiary 
is merged with the parent 
bank. Now, SBI is left with 
six subsidiary banks—State 
Bank of Travancore, SBP, 
State Bank of Indore, State 
Bank of Bikaner and Jaipur 
(SBBJ), SBH and State 
Bank of Mysore. 


In India, there is already 
an active over-the-counter 
market for currency forwards, 
swaps and options, with an 
average daily turnover of 
$34 bn, but this market is 
virtually non-accessible to 
individuals as trades are 
arranged directly between 
counterparties. Therefore, 
the NSE’s new electronic 
trading platform is expected 
to attract many small 
private investors. 





Declining Farm 
Lending 


Bank credit to the farm 
sector drastically de- 
creased in the past couple 
of years despite the 
government pushing hard 
for it. As per the Reserve 
Bank data, growth of the 
agriculture sector loans fell 
to around 11.5% in the past 
two years from 55% in 
fiscal 2005 and 2006. On 
the whole, institutional 
credit to farmers from 
cooperative banks and 
regional rural banks 
dropped to 12.6% in 2007 
and 10.8% in 2008 from 
44% the previous two 
years. Bankers anticipate a 
further deceleration in such 
loans this year following 
the Rs 71,700 cr farm loan 
waiver by the central 
government, which might 
encourage more defaults. 
Some large public sector 
banks fear that the 
farmers will not be forth- 
coming to repay bank 
loans, and given a choice, 
they would not be enthusi- 
astic about giving loans to 
this sector. Another reason 
behind the lukewarm 
response of these banks to 
farm loans is the low 
returns. 

The cost of money is 
now around 9% and 
smaller loans have a high 
transaction cost, which 
make banks incur losses on 
farm loans. Also, reports 
suggest that the Indian 
Banks’ Association, a 
bankers’ lobby, has been 
asking for higher subsidy 
on farm loans. 
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It's Google vs. Microsoft Again 


The fight for supremacy 
has ignited a full-blown 
browser battle between 
Google and Microsoft. 
Google recently launched 
its ‘Chrome’ Web browser. 
According to Google, 
Chrome is designed to be 
‘streamlined and simple.’ 
Chrome is all set for a 
head-on battle with 
Microsoft’s Internet 
Explorer that has domi- 
nated the browser market 
for years and accounts for 
72% of the market. 
Runner-up Firefox has a 
20% share. According to 
Dean Hachamovitz, 
General Manager of 
Microsoft's Internet 
Explorer, “The browser 
landscape is highly 
competitive, but people 
will choose Internet 
Explorer 8 for the way it 
puts the services they 
want right at their 
fingertips, respects their 
personal choices about how 


Lehman Goes 
Bankrupt 


The fourth largest invest- 
ment bank in the US, 
Lehman Brothers, has filed 
for bankruptcy protection, 
amid growing global 
financial crisis. The bank 
was founded in 1850 by 
three brothers and employs 
about 25,000 staff world- 
wide, including 5,000 in the 
UK. Lehman had incurred 
losses of billions of dollars 
in the US mortgage market. 
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they want to browse and, 
more than any other 
browsing technology, puts 
them in control of their 
personal data online." Citi 
Investment Research 
Analyst Mark Mahaney 
says, "There is market 
demand for a browser that 
is speedier, simpler, safer, 
and stabler than IE but 
what is unknown is whether 
Chrome is that browser." 
Google claims that it is 
less crash-prone, more 
secure, and more search- 
friendly than competitors. 
At first glance, Chrome 
looks similar to Mozilla's 
Firefox. But unlike Firefox, 
Chrome combines the 
address and search boxes to 
let people search for 
information and websites by 
entering keywords into the 
same bar. “What we did is 
we smashed the two boxes 
together," said Ben Goodger, 
a Software Engineer at 
Google and former Mozilla 


The move threatens to deal 
a further blow to the global 
financial system as banks 
unwind their deals with 
Lehman. Stock markets in 
Europe and Asia crashed as 
Lehman's failure raised 
fears about the strength of 
the global financial system. 
The possibility that 
Lehman Brothers could 
collapse increased sharply 
after the potential buyers 
pulled out at the last 
moment. Barclays and 
Bank of America had been 
in parleys to save Lehman, 





employee. ^We call it the 
'Omni Box". The Omni Box 
lets users search for 
information and go to 
websites directly by typing 
into the same bar. Other 
Chrome features include 
‘movable tabs’ and an 


“Incognito” window that lets | 


people browse without 
saving their search history 
—a feature found on other 
browsers and which bloggers 
have nicknamed ‘porn mode.’ 
On Chrome, each tab 
operates separately so, if 
one crashes, it won't affect 
the main browser window. 
Internet users nevertheless 
have more choice of web 
browsers now. 


but negotiations failed 
when it became apparent 
that the US Treasury was 
against using government 
funds to help secure a 
deal. 

Lehman Brothers 
intends to file for Chapter 
11 bankruptcy protection, 
which allows it to restruc- 
ture and work out a plan to 
pay creditors over a period 
of time. However, its 
broker-dealer division and 
asset management division 
will not be included in the 
filing. 


Radical 
Transformation @ 
Wall Street 





In an unexpected move 
that can radically reshape 
the era of high finance that 
defined the modern Gilded 
Age, Goldman Sachs and 
Morgan Stanley, the last 
big independent invest- 
ment banks on Wall 
Street, voluntarily agreed 
to transform themselves 
into bank holding firms 
subject to far greater 
regulation. 

It was a candid acknowl- 
edgment on their part that 
their model of finance had 
become too hazardous and 
that they required the 
cushion of bank deposits 
that had saved big com- 
mercial banks like Bank of 
America and JPMorgan 
Chase fairly safe amid the 
current credit crunch. By 
subjecting themselves to 
tighter regulations and 
coming under the supervi- 
sion of several government 
agencies rather than only 
the Securities and Ex- 
change Commission, they 
will look a lot like commer- 
cial banks, with more 
disclosure and less risk- 
taking.» 
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Wall Street Crisis 


Lessons for India 


ay back in 2000, the I 
Jacobsson Foundation or; 
nized a panel discussion 
“Strengthening the Resilience of Fins 
cial Systems” at the Lucerene Cultu 
‚ and Convention Center in Switzerland, 
which Arminio Fraga, Governor of t] 
Central Bank of Brazil, made a set of ve 
interesting observations. First and for 
most is: "If one looks back at the history 
international debt crisis, certain regular 
ties emerge.” To prove his point he cited 
few instances: one, the Latin America 
debt crisis of the 1980s—too much bor 
rowing to finance government budget defi 
cits; two, Mexico crisis of the 1990s. — to 
much borrowing to finance consumption 
and three, the more recent Asian crisis— 
too much borrowing to finance invest 
ment, whereunder, somewhere along the 
line all these countries ended up with the 
problem of weak balance sheets—too 
much of short-term debt, which he termed 
stock stories, rather than flow stories. He 
proposed two reasons for such weak bal- 
ance sheets: one, weak macroeconomic re- 
gimes; and two, a weak banking environ- 
ment and a weak corporate governance 
environment. Then he went on to proclaim 
that even if we “succeed in strengthening 
macroeconomic regimes, banking struc- 
tures, and capital markets, crisis will al- 
ways happen" because "markets adjust 
their risk- taking to the riskiness of the 
environment." For instance, when the 
overall business conditions are deemed 
safer, more leverage will become the busi- 
ness norm. 
Ironically, these remarks that 
Arminio Fraga made, keeping in view the 
financial instability noticed in develop- 
Ing economies, now appear to be well ap- 
plicable to the credit crisis emanating 
from the US home loans, particularly the 
failure of century-old investment banks y^ 
of the Wall Street. Looking at the failure 
of Bear Stearns, Lehman Brothers, and 
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Merrill Lynch, one wonders if the long 
; period of rapid growth, low inflation, low 
Ainterest rates, and macroeconomic sta- 
bility made these so-called specialized 
investment banks, which claim to have 
had sophisticated risk-management 
techniques, to take more risk with little or 
по awareness thereof. Weak regulation, 
which is often ascribed to the developing 
< world as a ground for their financial fail- 
ures, appears to have drowned the icons of 
the American capitalism in the form of 
too much reliance on free markets, which 
simply encouraged free play with 
securitization, off-balance sheet financ- 
ing, and what not in the name of innova- 
_{ tion. All this led to 'over-leveraging—to 
-\stratospheric heights—that has ironi- 
cally transformed the stability in the glo- 
bal financial market into instability. 

The most immediate question that 
the failure of these three top investment 
banks poses is: Can investment banks 
survive as stand-alone entities? The an- 
swer is, perhaps, ‘No’, for they need a 
stable base of funds for sustainability. It 
is also being increasingly realized that in 
the light of the availability of govern- 
‘ment insurance, deposits are the best 
bet to fight the credit crunch than 
securitization. That is, perhaps, one of 
the driving forces behind international 
banks, such as Commerzbank AG of Ger- 
many and Credit Mutuel of France, going 
for buying deposit-rich local banks. Sec- 
ondly, it is slowly dawning on the finan- 
* cial think tank of the globe that these in- 
vestment banks—which are known to be 
mostly into a kind of money game, in 
which funds available for potential in- 
vestment are constantly moved around 
the globe to chase the highest possible 
rate of return with scant regard for the 
-. real economy—are an eternal threat to 
_ global financial system. It means that 
- ^ eommercial banks, the traditional de- 
^; pository institutions, alone are perhaps 
well-placed to survive for long, provided 
they are again well-managed. 

The second important question, par- 
ticularly in the context of India, is: What 
, lessons can India learn from the recent 
Wall Street meltdown? The current hap- 
‘penings in the most sophisticated finan- 
cial market like that of the US tell us that 
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some fundamentals ascribed to free mar- 
kets do not work always. No country, per- 
haps, can afford to let the market punish 
an erring financial player if it is embed- 
ded with a systemic risk. As Arminio 
Fraga observed, there is always a need for 
a lender of last resort and its timely inter- 
vention—lest markets should take a long 
time to bounce back to normalcy—to 
maintain the growth rate. And a fall in 
growth rate, particularly in developing 
countries, would badly affect the living 
style of those at the bottom of the pyra- 
mid. This calls for the immediate atten- 
tion of our policy makers. 

Despite a good India Inc. story, the im- 
mediate effect of the US crisis will be a 
drying up of liquidity in our market. In the 
coming six to ten months, foreign capital 
is likely to move out of our stock market, 
which means turbulence in the already 
volatile stock market. Weak sentiment in 
the secondary market is in turn sure to 
disturb the investment plans of busi- 
nesses that are on an expansion curve via 
mobilization of fresh capital through pub- 
lic offer. Secondly, if the current reports 
are any indication, domestic borrowings 
from the banking system are likely to be- 
come costlier. At the same time, borrow- 
ing from global financial markets will no 
longer be easy for Indian corporates. All 
this cumulatively, impacts the profitabil- 
ity of corporates and their competitive- 
ness among the global players. 

In a scenario of depreciating rupee, 
the hitherto flow of foreign capital no- 
ticed in the debt market will also dry up, 
for there will no longer be the advantage 
of interest rate arbitrage. All this can cu- 
mulatively exert pressure on rupee, lead- 
ing to its depreciation. Of course, the RBI 
has already indicated its readiness to 
address the liquidity fears by offering 
additional borrowing facilities to banks 
through a second LAF auction. Simulta- 
neously, it has made available adequate 
supply of dollars along with raising the 
interest ceiling on non-resident deposits 
with a view to increase dollar inflows into 
country to check downward pressure on 
rupee. That aside, a depreciating rupee is 
sure to make imports costlier. This obvi- 
ously necessitates a relook at the RBI's 
monetary policy. 


The other victim of the current globa! 
financial market crisis is India’s 
outsourcing business. With the Wal! 
Street businesses in tatters, many finan- 
cial companies have downsized their op- 
erations by closing their back offices 
India, laying off many people. Even soft- 
ware majors, such as Infosys, Wipro and 
TCS who earn a significant portion ef 
their revenues from the banking, finan- 
cial services and insurance, may be in for 
a disturbance in their cash flows, of 
course, in the immediate short run. The 
resulting reduction in well-paid jobs 
would mean a fall in the demand for 
goods in certain product segments. 1t 
does not, however, mean that all is lost 
for India. The industrial production data 
for July reveals a rise of 7.1% over July of 
last year. Our growth story is intact: GDP 
grew during first quarter by 7.996; and 
our banking sector is healthy, well-regu- 
lated, and adequately capitalized, anc is 
ready for the adoption of Basel II. Market 
reports also indicate that our banks do 
not have exposure of significance to these 
failed banks. 

There is, however, an aggressive de- 
mand from a section of society for greater 
deregulation, and perhaps rightly so. Sut 
in the light of what is happening in the — 
global financial markets, there is a need 
for a conscious debate on this, instead of 
simply getting carried away by the blind 
faith that economic freedom means eco- 
nomic growth. Contrarily, there is am ur- 
gent need to build a robust regulatory . 
mechanism that effectively monitors fi- 
nancial markets as our markets get — 
more and more integrated with global fi- | 
nancial markets in the days to come— 
without of course, stifling them. True, we | 
cannot insulate our banks from the: hap- _ 
penings in global financial markets; 
nonetheless, we must put in place appro- 
priate checks and balances that ensure 
financial stability in the country. It 
means, the RBI has to show more imagi- 
nation, flexibility, and importantly, 
speed in keeping India’s growth story 
from being weakened by the falloutof the 
US financial crisis. Which means, a big 
challenge there to the new Governer.# 
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Basel П 


How Geared Are Indian Banks? 


Banks which are expecting their CARs to decline as a result of 
Basel И will have to shore up their capital requirements in the immediate 


future. 


— Rajesh Mokashi 
Executive Director, CARE Ratings, Mumbai 





asel II is a New Capital Ad- 

equacy Framework (NCAF) ap- 

plicable to Scheduled Commer- 
cial Banks in India, as mandated by Re- 
serve Bank of India (ВВГ. “Basel Capi- 
tal Accord’ is in respect of Capital Mea- 
surement and Capital Standards, which 
align regulatory capital requirements 
more closely with underlying risks. The 
accord has been accepted by over 100 
countries including India. ‘Capital Ad- 
equacy is the ratio of capital funds (own 
funds or networth, in other words) to risk 
weighted assets. Under the old Basel I 
framework, all assets used te get a one- 
size-fits-all treatment and were given a 
uniform risk weightage of 100%, while 
the stipulated minimum Capital Ad- 
equacy Ratio (CAR) for a bank was 9%. 
The RBI issued final guidelines on 
'NCAF' during April 2007. As per ће fi- 
nal guidelines, all commercial banks in 
India were required to follow the stan- 
dardized approach for credit risk, stan- 
dardized duration approach for market 
risk and basic indicator approach for op- 
erational risk. Foreign banks and the 
banks which have operational presence 
outside India were required to migrate to 
these approaches with effect frem March 
31, 2008. All other commercial banks 
are required to adopt these approaches 
by March 31, 2009. The first deadline of 
March 31, 2008 has passed, and the 
specified banks have successfully imple- 
mented Basel II guidelines. The Basel II 
guidelines aim to align the bank's capi- 
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tal to risks and works on arriving at the 
regulatory capital for banks based on 
credit risk, market risk and operational 
risk. Most banks in India have done a 
considerable advance preparation for 
Basel II implementation, with executive 
level committees headed by senior man- 
agement. 


Credit risk 

Within Basel II, various approaches 
have been prescribed, and Indian banks 
are required to adopt standardized ap- 
proach for credit risk to start with. Un- 
der standardized approach, credit rat- 
ings awarded by recognized agencies 
(such as CARE Ratings) would be used 
to assign risk weights. Table shows the 
risk weights as per various rating cat- 
egories stipulated by the RBI. 

A major challenge for implementing 
the standardized approach for credit 
risk is getting the loan portfolio rated 
from a recognized External Credit 
Assessment Institution (ECAD. To 
achieve expeditious rating coverage of 
borrowers, many banks have entered 
into MOUS for facilitating rating cover- 
age of borrower accounts with the four 
approved ECAIs. As of August 2008, the 
four ECAIs had reported completed 
abeut 1,000 borrower loan ratings, and 
more ratings are expected to be covered 
during the current fiscal. 

The RBI has allowed a risk weight of 
100% for unrated borrowers to start 
with; however, RBI has also stipulated 


that from FY2008-09, all fresh sanc- 
tions or renewals in respect of unrated 
claims on corporates in excess of Rs 50 
cr will attract a risk weight of 150%. 
With effect from April 1, 2009, all fresh 
sanctions or renewal claims on 
corporates in excess of Rs 10 cr will at- 
tract a risk weight of 150%. Thus, any 
incentive to stay unrated will cease to 
exist as it will penalize the bank with 
50% more capital requirement than the 
currently prevailing level of 100%. 

The challenge for the banks has 
been to put in place an elaborate sys- 
tem to capture loan data from branches, 
as the capital determination for credit 
risk is not just dependent on ratings but 
also on adjustments pertaining to ap- 
proved collateral, haircuts, balance 
sheet netting, and guarantees. Some of 
the banks have also sourced third party 
software to compute the capital re- 
quirement for credit risk, taking into ac- 
count the impact of all the variables. 
Training sessions and workshops are 
being conducted by banks to familiarize 
their staff with Basel II and risk man- 
agement. Banks have also communi- 
cated to their borrowers, through letters 
and workshops, the importance of get- 
ting themselves rated. 

Going a step forward, many bank: 
have started their preparations foi 
moving towards advanced approache: 
of capital determination for credit risk 
Risk models have been developed in 
house as also sourced from third part; 
vendors. Sector-specific modes are be 
ing developed, covering areas such a: 
large corporates, small business loans 
SMEs, real estate, infrastructure 
NBFCs and banks. Retail sector mod 
els, covering clean loans, agricultur 
loans, education loans, housing loan 
and vehicle loans, are also being devel 
oped. Further, models are being put п 
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place for estimating the Probability of 
Default (PD), Loss Given Default (LGD) 
and Exposure at Default (EAD). Adop:- 
ing the advanced approach will require 
the approval of RBI. 


Market risk 

Market risk is defined as the risk of 
losses in on-balance sheet and off-bal- 
ance sheet positions arising from move- 
ment in market prices. Banks are re- 
quired to follow the Standardized Dura- 
tion Method for determination of capi- 
tal requirements under Basel II. Since 
banks were already following this 
method as part of Basel I , implement- 


time under Basel Il. 





ing this requirement has not been an 
issue with banks. Banks seeking to 
implement advanced approaches to de- 
termining capital for market risk will 
need to have elaborate systems for data 
capture and prior RBI approval. 


Operational risk 
Capital requirement for operational 
risk has been covered for the first time 
under Basel IT, and it is expected that 
this will increase the capital require- 
ment of banks due to lower risk weight 
benefits for credit risk exposures. 
Operational risk is defined as the 
risk of loss resulting from inadequate or 
failed internal process, people and sys- 
tems, or from external events. The 
NCAF outlines three methods for calcu- 
lating operational risk capital charges 
in a continuum of increasing sophistica- 
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Risk Weights as per Various Rating Categories 
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tion and risk sensitivity: the Basic Indi- 
cator Approach (BIA); The Standard- 
ized Approach (TSA); and Advanced 
Measurement Approach (AMA). RBI 
encourages banks to move along the 
spectrum of available approaches as 
they develop more sophisticated opera- 
tional risk measurement systems and 
practices. Under BIA, banks must hold 
capital for operational risk, equal to the 
average over the previous three years of 
1546 of positive annual gross income. 
While implementing BIA is simple, 
most banks are setting up a framework 
for eventually implementing AMA. 
Banks have sought the assistance of 


Capital requirement for operational risk has been covered for the first 


— Rajesh Mokashi 


consultants and are expediting the col- 
lection of loss of events data. Banks 
have nominated risk monitors who act 
as coordinators in all activities pertain- 
ing to risk areas such as risk rating, loss 
event data collection and incident re- 


porting. 


Requirements and disclosures 

Banks need to work out bank-wide busi- 
ness continuity plans to continue or re- 
store operations of the bank in the event 
of business disruptions. Banks need to 
have a well-defined disaster recovery 
plan and information security policy to 
take care of IT security and information 
security. Banks are also required to 
make elaborate disclosures of informa- 
tion on affairs of the banks to enable 
effective market discipline on the bank 
operations. The first set of banks, which 









have implemented Basel II as on March 
31, 2008, have made the requisite dis- 
closures. 


ICAAP framework 


Basel II implementation is not just 
about computing capital adequacy as 
per methods stipulated by RBI but also 
about having an Internal Capital Ad- 
equacy Assessment Process (ICAAP) to 
capture all material risks. The ICAAP 
of banks is also required to be subject to 
supervisory review process. ICAAP will 
assist supervisors in making a bank- 
specific review whether all material 
risks are getting captured. If the super- 
visor is not satisfied in this regard, it 
might well choose to prescribe a higher | 
capital ratio, as per its assessment. 


In the right direction 

The first set of banks required to imple- 
ment Basel II framework by March 31, 
2008 has done well with its successful 
implementation. The credit for the suc- 
cess goes to the banks as well as RBI for 
the phased implementation with ad- 
equate lead time. Based on the study 
conducted by CARE, 19 banks reported 
CAR as on March 31, 2008 based on 
Basel I as also Basel II. While 11 banks 
reported lower CAR as per Basel II as 
against CAR as per Basel I, the remain- 
ing eight banks reported higher CAR, 


thus indicating a mixed outcome. ee | 


trary to the expectations of increased 
capital adequacy requirements under 
Basel II for all banks, some of the banks 
have actually found their capital ad- 
equacy improve under Basel II. Banks 
which are expecting their CARs to de- 
cline as a result of Basel II will have to 
shore up their capital requirements in 
the immediate future. The challenge to 
Basel II implementation lies in having 
elaborate systems and procedures to 
capture data in a timely manner, and 
most of the banks seem to have re- 
sponded positively to this challenge. 
More work in terms of implementing 
sophisticated systems lies ahead and 


Indian banks are placing the right em- | 


phasis in this regard.s ha 
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The Indian banking sector is inextricably linked to its global counterparts. 
This linkage is now in two ways, with India both contributing to and 


benefitting from its global alliances. 


‚ — Latika Tandon 
Partner, Kairos Management Consulting, US 





lobalization compels domes- 
tic banks in emerging market 
countries to adopt interna- 


tional best practices in order to stay 
competitive. The main impact includes 
higher efficiency levels in the banking 
system in terms of more optimal capi- 
tal allocation, better profitability, pru- 
dent risk management and greater 
competition, which ultimately benefits 
the end customer through new prod- 
ucts and services at affordable prices. 
As banking in India strives for world- 
class excellence, it is continually up- 
grading its policies, technology, leader- 
ship, product range as also its size. 


Size and international play 
As per the road map released by RBI for 
foreign banks, which is in line with 
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WTO commitments given by India in 
2005, foreign banks may be permitted 
to have overall investment of 74% in the 
private banks of India from April 2009. 
Based on this, the view in the sector is 
that consolidation within the banking 
industry is imperative and the domes- 
tic players have to enlarge their capital 
and product expertise if they want to 
continue playing a significant role. 

To this end, Indian banks are looking 
at inorganic growth through mergers and 
consolidations. Indian regulator, in the 
past, has permitted consolidation/inte- 
gration of sorts from the intent of saving 
sinking banks and their customer base 
usually by way of political dictate. How- 
ever, the interesting exception has been 
the recent merger announcement of 
HDFC Bank and Centurion Bank of 





Punjab. Both the banks have earlier dis- 
played their focus on consolidation 
through the successful merger of Times 
Bank with HDFC Bank in 2000 and tħe 
mergers of First Bank of Punjab, Bank of 
Punjab and Lord Krishna Bank with 
Centurion Bank in 2005, 2006 and 2007 
respectively. 

Talks about a possible Canara 
Bank-Dena Bank merger may be an in- 
dication of a renewed attempt by the 
government to push through the much 
delayed consolidation among national- 
ized banks. SBI's move to merge its as- 
sociates with itself has already started 
with the State Bank of Saurashtra's 
merger with the parent, proposed to be 
completed in FY2008. The formation of 
a loose informal business alliance 
among Oriental Bank of Commerce, 
Indian Bank and Corporation Bank is 
another step towards consolidation, 
though the plans still appear to be on 
the drawing board stage. 

In addition to consolidation, Indian 
banks are also growing organically by 
opening new branches in India and glo- 
bally. SBI recently opened its 10,000 
branch and ICICI and HDFC banks are 
aggressively opening new branches in 
tier-II and tier-III cities. 

The SBI now openly says that think- 
ing global is critical to domestic suc- 
cess, and while it has not had much 
traction in acquiring other Indian 
banks, it has made significant strides 
internationally. Taking the cue from 
SBI and some other Indian banks like 
Bank of India, which have been present 
in the international market for a num- 
ber of years, the new private sector 
banks like ICICI Bank, Bank of Baroda 
and Kotak Mahindra Bank have re- 
cently opened foreign branches and set 
up international subsidiaries. While so 
far, most Indian banks were offering 
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trade services for Indian MNCs from 
their international branches, they have 
also started offering retail products and 
sourcing retail liabilities in such mar- 
kets as EU and Canada. Applications 
have been filed with the Federal Re- 
serve for full banking license in the US 
by the top Indian banks like SBI and 
ICICI. These banks now have presence 
in international locations (SBI — 32, 
Bank of India — 25, Bank of Baroda - 23, 
ICICI Bank - 18). Further, ICICI Bank's 
international balance sheet increased 
to $23 bn (as of September 2007) from 
$17 bn (as of March 2007). 

Similarly, SBI's international ad- 
vances grew to $13.8 bn (September 
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2007) from $9.7 bn (March 2007). On 
the borrowing side too, Indian banks are 
likely to overtake South Korea to 
emerge as leading issuers in Asia with 
share of Indian banks standing at 2096 
out of total issuance in Asian market 
till date in 2007. 

While size, in terms of assets, is not 
essentially great on a stand-alone ba- 
sis, it has the following key advantages: 

One, leverage its asset to get other 
businesses to boost its non-interest in- 
come. This is clearly the strategy fol- 
lowed by foreign banks and some pri- 
vate banks where the asset is leveraged 
to boost other income and can go as high 
as 60% of total income against ~25% of 
public sector banks. 

Two, economies of scale which would 
leverage lower cost of transaction 
through certralized operations process- 
ing, BPOs and KPOs. The Indian bank- 
ing system is still a high cost producer 
compared to its western counterparts 
due to the size and scale of operations 
especially ir. case of retail transactions 
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and templatized credit. Conversely, 
huge technology investments are only 
possible after certain scale of opera- 
tions and size of assets. 

Technology is a huge driver for 
growth and scale and especially for a fi- 
nal inclusion objective of the economi- 
cally backward, where size (numbers) 
and profile (economically backward seg- 
ments) would not justify the cost of 
opening special branches, and hence 
would require to balance the correspon- 
dent/agent model to be controlled by the 
potential risk of fraud. 

Currently, there is considerable 
scope for consolidation in the Indian 
banking sector and leveraging further 


The Indian banking system is still a high cost producer compared to its 
’ . western counterparts due to the size and scale of operations especially 
= incase of retail transactions and templatized credit. 


— Latika Tandon 


economies of scale. However, it will be 
increasingly important to manage the 
scale and size, including assets and 
branches, from becoming unwieldy, 
leading to lowering of productivity. Ma- 
trices such as assets per branch and 
profit per employee need to be moni- 
tered closely. Issues pertaining to risk 
management (including operations risk 
and quality of assets) and alienation of 
the customer are important consider- 
ations going forward. 


Banking products and solutions 

The range of bank offerings in India has 
deepened and physical as well as virtual 
expansion through mobile banking, 
Internet banking, tele banking, bio-met- 
ric and mobile ATMs is taking place. The 
percentage of banks that have launched 
online banking products and services 
has grown from 6% in 1998 to more than 
90% in 2007. A large numbers of banks 
have launched mobile banking solutions 
in collaboration with service providers. 
There have been a number of strategic 


partnerships and alliances to distribute 


mutual funds, life insurance and other, 


financial products. 


It is estimated that there will be 


around two million wealthy individuals 
living in India by 2011 holding over 
US$510 bn in onshore liquid assets. 
The evolution of the product offering to 
the sector till recently has been limited. 
However, with the opening ofthe regula- 
tions and the economy, various wealth 
management institutions who are al- 
ready targeting the wealthy will be able 
to come in and provide investment and 
derivative products from their global 
portfolio [(including emerging market 
stocks and Real Estate Investment 
Trusts (REITs)], and the local banks 
will need to pull up their socks to face 
the onslaught of competition. 

While retail is now projected to grow 
with caution and more prudence and 
NPAs projected to be at 4% in the com- 
ing year, the retail advances of approxi- 
mately 2546 (including mortgages) are 
still nowhere close to international 
benchmarks of developed countries and 
still have huge potential for growth and 
penetration. Retail Credit/GDP at 13% 
as compared to 60% in Malaysia (end 
2005). Mortgage penetration (as 96 of 
GDP) is at 796 vs. 62% of the US. The 
SME potential, while now a focus area, 
is still nowhere near some of the devel- 
oped economies. 

Secured lending is approximately 
80% of the retail portfolio. India, with 
lessons as to what not to do from the 
west, is following more prudent guide- 
lines. Credit card (unsecured loans) is- 
suers are adopting more stringent crite- 
ria for acquisition as the NPA for this 
product segment are higher albeit miti- 
gated to an extent by the high interest 
rates charged. Foreign and new private 
sector banks are using sophisticated 
and world standard risk management 
techniques; public sector banks have 
fallen behind often simply conforming 
to regulatory and compliance measures. 
As regards complex financial products, 
the structured credit market is in its in- 
fancy. Both mortgage-backed and as- 
set-backed securities are in vogue, but 
in the light of differing market practices 
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and concerns relating to accounting, regulatory requirements and managing out to Standard Chartered, is lookin; 


valuation and capital adequacy treat- 
ment of such products, the RBI is closely 
watching the market participants. 


Technology 

Technology has brought about strategic 
transformation in the working of some 
private Indian banks—their technology 
operating expense per customer being a 
miniscule proportion of that of their glo- 
bal competitors. The most recent and 
powerful impact of improved technology 
has been on remote Servicing in India of 
banks’ back-office processes, leading to 
huge improvements in the efficiency of 
the financial services industry’s opera- 
tions—both in cost and quality. Tech- 
nology has also made life simpler and 
easier for customers 
and flexibility in operations. 

Indian banks have used innovative 
technology to facilitate financial inclu- 
sion of the unbanked population of 
India—through use of biometric tech- 
niques and burgeoning mobile network. 
Banks are also increasingly offering fi- 
nancial products through business corre- 
spondents, who are assigned the duty of 
carrying out banking activities in 
unbanked areas, supported by new tech- 
nologies. Some Indian banks have lever- 
aged technology to display stunning suc- 
cess in their overseas forays- adminis- 
tration and processing of the transac- 
tions of their global business in India, 
produced savings that contributed to a 
competit:ve pricing of products. 

The new age of innovation will focus 
increasingly on meeting the needs ofthe 
individual which will be driven by tech- 
nology and initiatives on financial in- 
clusion. Customer experience and tai- 
lored offerings are increasingly becom- 
ing key to bank profitability. To make 
banking services available to the small 
rural segments and economically 
weaker segments of the Society presup- 
poses strong technologically supported 
Solutions for viability. 


Policies 
International growth poses challenges 


of implementing global governance 
standards, compliance with multiple 
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cross-border risks. Governance, Risk, 
and Compliance, or ‘GRC, is an increas- 
ingly recognized term that reflects a 
new way in which organizations need to 
adopt an integrated approach to these 
three areas. Without a focused ap- 
proach to GRC framework, a bank 
would be more vulnerable to risks, as 
complexities and interdependencies of 
risks increase with increase in interna- 
tional business. 

Implementation of GRC in the 
Indian banking sector will require seri- 
ous commitment of resources and man- 
agement focus. It will also entail hiring/ 
training employees in India to develop 
expertise in handling specific overseas 
regulations. 

While Indian banks are poised for 
huge international growth, they urgently 
need to transform themselves into more 
transparent entities—comparable with 
international best practices—to facili- 
tate governance, compliance and to 
make them attractive to investors. 


Conclusion 

The Indian banking sector is inextrica- 
bly linked to its global counterparts. 
This linkage is now in two ways, with 
India both contributing to and benefit- 
ting from its global alliances. 

India is an important contributor to 
foreign banks who have been present in 
India, understand the market and have 
made inroads. NR Narayana Murthy is 
on HSBC Holdings Board and Rana 
Talwar was heading Standard Char- 
tered internationally. It is now the sec- 
ond largest market for Standard Char- 
tered after Hong Kong, contributing 
over half a billion dollars in the first 
half of this year to global profits. For 
HSBC, it is the 9t larger contributor, 
and an important focus for Citibank 
worldwide. It is a market that is deliv- 
ering to the global profitability of banks 
&nd clearly cannot be ignored. Their 
presence in India has also given them 
access to the talent and Indian pool of 
talent to be posted internationally. 
Citibank has 300 Indians at senior po- 
sitiens across the globe, AN Z, which has 
withdrawn from the country by selling 


re-entry and a back office operation. 

The growing international influe; 
offers the Indian banks threefold b 
efits—the opportunity to service { 
cross-border needs of Indian compani 
service the multinationals for their 
cal banking needs, and create footpri 
globally. 

The current players have a huge c 
portunity by way of the boomir 
middle-class, good economic fundame 
tals, flourishing industry, rural Oppo 
tunities, and the growing list | 
wealthy. The smarter players will try : 
make much inroads and penetrate tl 
market. The stodgy might become e; 
tinct (or merged) due to non-perfoi 
mance, especially with the opening ир‹ 
the financial sector in the coming years 

The level playing field for the nev 
entrants may initially be confined, a: 
the reach of the foreign banks is limitec 
by the licensing restrictions on the num 
ber of branches. While this has not beer 
a major impediment to the growth о] 
banks such as Citibank, which was at 
one time the leader in some products 
like credit cards, it will take some time 
for the new entrants not familiar with 
the landscape and local demographics 
to test the waters before scaling up. In 
view of the impending entry of large- 
scale players, the current players must 
scale up penetration and growth in the 
sector, and devise strategies for captur- 
ing a greater share of the wallet of do- 
mestic savings and meeting the finan- 
cial needs. The rural sector is a huge op- 
portunity which is a weak point for most 
foreign banks and hence will be an im- 
portant point of focus. 

To harness the opportunities of- 
fered by globalization and combat the 
concomitant risks it brings, the banking 
sector in India will have to exhibit the 
agility to adapt to the ever-changing en- 
vironment as well as retain the sound- 
ness of its financial System through 
adoption of appropriate and prudential 
regulatory, supervisory and technologi- 
cal framework on a par with interna- 
tional best practices.m 


НИНИН А 1А 


Кеѓегепсе # 01M-2008-10-04-01 


/ 


| Chartered Financial Analyst | 


b. 


-m 


Ш BY INVITATION 


Financial Inclusion 


The Role of Indian Banks 
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Banks in India have now started appreciating the business potential 
inherent in financial inclusion, their corporate social responsibility, and also 


the need for better involvement. 


— Ashish Srivastava 


Manager, Reserve Bank of India, Jaipur 





roviding access to affordable 

banking services to a vast seg- 

ment of hitherto unbanked 
people is the basic objective of financial 
inclusion. In developing countries like 
India, the access to banking services, es- 
pecially to the poor, underprivileged 
and low income groups, is a prerequisite 
for inclusive growth, poverty alleviation 
and social cohesion. Availability of easy 
and cost-effective banking services for 
Savings, investments and credit en- 
ables the people to break the chain of 
poverty by using the credit for various 
productive and consumption purposes. 
Today, financial inclusion has become a 
. buzzword and has assumed a prime 
place in the public policy with a view to 
achieving inclusive growth in India. 
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Scope of financial inclusion 
In India, the focus of financial inclusion, 
at present, is largely confined to ensur- 
ing a bare minimum access to a no-frills 
savings bank account to the unbanked 
people. Internationally, however, the fi- 
nancial inclusion has been viewed in a 
much wider perspective. Merely having 
a bank account is not regarded as an 
accurate indicator of financial inclu- 
sion. Rather, its scope is considered to 
be quite large and ranges from empow- 
erment of people through schemes of fi- 
nancial literacy/education to ensuring 
their participation in institutional 
credit, insurance cover and remittance 
services. 

The Indian economy is growing at a 
fast pace mainly due to contribution 


from the industry and services sectors. 
However, growth in agriculture is quite 
dismal, despite being a source of sub- 
sistence to a majority of our people. 
Limited access to affordable financial 
services, such as savings, loan, remit- 
tance and insurance, by the vast major- 
ity of the population in the rural areas 
and unorganized sectors is believed to 
be acting as a constraint to the growth 
impetus in these areas. Access te af- 
fordable financial services, especially 
credit and insurance, enlarges the live- 
lihood opportunities and empowers the 
poor to take charge of their lives. Such 
empowerment aids social and financial 
stability. Apart from these benefits, fi- 
nancial inclusion also imparts formal 
identity and provides access to the pay- 
ments system and to savings safety net 
like deposit insurance. As such, the 
scope of financial inclusion is much 
broader and hence, it is considered to be 
critical for achieving inclusive and sus- 
tainable growth in the country. 


Financial literacy and financial 
inclusion 

The reasons for the problem of financial 
exclusion are many, but the lack of 
awareness about banking serviees and 
insufficient or practically non-existent 
access to financial advice have been the 
most fundamental reasons for the ex- 
clusion of people from the banking chan- 
nels. Financial illiteracy and lack of ac- 
cess to expert financial counseling have 
pushed a large section of our society to- 
wards costlier and exploitative options 
and eventual debt traps. Such a situa- 
tion is one of the main reasons for the* 
agrarian distress and farmers' indebt- 
edness in our country. The rea! solutions 
lies in curing the basic evil of wide- 
spread ignorance and financial illit- 
eracy. Developing a strong and dedi. 
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cated mechanism for improving finan- 
cial literacy and making available а 
just and user-friendly credit counseling 
system are the steps in this direction. 
Today, financial literacy is being con- 
sidered as the single most important 
factor in promoting financial inclusion 
and bringing overall financial stability. 


Role of banks 

The process of financial inclusion can be 
greatly facilitated through the active in- 
volvement of banks. Commercial Banks, 
Regional Rural Banks as well as Coop- 
erative Banks have a role to play in this 
task of nation building. In fact, the banks 
need to redesign their business strate- 
gies to incorporate specific plans to pro- 
mote financial inclusion of low income 
groups treating it both as a business op- 





portunity as well as corporate social re- 
sponsibility. While initially it appears 
more as a social responsibility, finan- 
cial inclusion is increasingly being 
viewed as a great business opportunity 
for banks to expand their retail deposit 
base and diversify advances portfolio in 
these times of volatility. They have to 
make use of all available resources, in- 
cluding technology and expertise avail- 
able with them, as well as develop op- 
portunities by associating with the 
Microfinance Institutions (MFIs), Non- 
“Government Organizations (NGOs) 
апа other institutions. An out-of-the- 
box thinking and willingness to travel 
һе extra mile are needed for achieving 
weal success in this task. 


The strategy 


There is a need for a multi-pronged 
strategy by banks to reach out to the 
voor for financial inclusion in view of the 
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complexity involved as well as the huge 
quantum of the task to be completed. In 
fact, banks would do well by entering 
into specific partnerships with the 
other institutions, such as govern- 
ments, NGOs and microfinance institu- 
tions, involved in the task of spreading 
financial inclusion. Such partnerships 
not only help in the speedy achievement 
of the target of financial inclusion but 
also provide a strategic business propo- 
sition for the banks. 

Partnering with the governments 

Several welfare programs and employ- 
ment generation schemes are run by the 
Central as well as State Governments. 
However, lately, the governments have 
started showing keen interest in the fi- 
nancial inclusion initiatives of banks. 
They have also started using the ser- 


There is a need for a multi-pronged strategy by banks to reach out 
to the poor for financial inclusion. 


— Ashish Srivastava 


vices of banks for improving the trans- 
parency and operational efficiency of 
their welfare schemes. In addition to 
giving the much-needed boost to finan- 
cial inclusion and improved perfor- 
mance of such schemes, such initiatives 
have also enabled banks to find a huge, 
diversified and stable retail customer 
base. For example, the Andhra Pradesh 
Government has embarked on a pilot 
project with six banks, viz., SBI, SBH, 
Andhra Bank, Union Bank, Axis Bank 
and AP Grameena Vikas Bank, to 
make payments of Social Security Pen- 
sions and AP Rural Employment Guar- 
antee Scheme benefits to 50,000 benefi- 
ciaries in six mandals of Warangal dis- 
trict through the use of business corre- 
spondents and contactless smart card/ 
mobile technology. 

The Government of Rajasthan has 
introduced a scheme called 'Bhamashah 
Financial Empowerment Scheme, under 


which the government will deposit Rs 
1,500 into the accounts of 50 lakh rural 
families belonging to Below Poverty Line 
(BPL), small and marginal farmers and 
identified SC/ST families through 
biometrically identifiable smart cards. 
In addition, it has also been decided to 
take up health insurance for all BPL 
families in rural areas in the first stage. 
The scheme envisages bringing BPL, 
small and marginal farmers and identi- 
fied families of SC/ST in rural areas of 
Rajasthan into the banking fold by pro- 
viding them with banking access within 
3-4 km of their residence, with bank ac- 
counts opened in the name of women of 
these families and being operated by 


biometric identification. The scheme ~ 


also aims to extend the benefit of health 
insurance to all BPL families with a cov- 
erage of Rs 30,000 per family as compen- 
sation for loss of wages, payment for stay 
charges and transportation expenses. 
The scheme presents a unique blend of 
welfare measures and financial inclu- 
sion initiatives and is expected to pro- 
duce excellent results. Some other state 
governments are also contemplating 
similar projects, especially for making 
payment of monetary benefits under 
government sponsored schemes, such as 
National Rural Employment Guarantee 
Scheme, through the banking channel. 
Such partnerships are highly instru- 
mental in achieving a speedy, effective 
and sustainable financial inclusion. 
Similar efforts need to be replicated by 
the banks and governments in other 
parts of the country as well. 

Partnering with NGOs 

Successful financial inclusion requires 
the outreach of banks even to the remot- 
est places of the country. Obviously, it is 
not viable for banks to establish 
branches at all such places to spread 
financial inclusion. However, in the ab- 
sence of formal banking channels, the 
task of financial inclusion remains in- 
complete. Hence, banks need extended 
arms to reach out to the people who are 
out of the banking fold due to one reason 
or the other. Such extended arms are 
provided by the NGOs, Self-Help 
Groups (SHGs), MFIs, and business 
correspondents/business facilitators. 
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SHG-Bank Linkage has emerged as an 
effective credit delivery channel to the 
poor clients. However, there are seg- 
ments within these poor, such as share 
croppers/oral lessees/tenant farmers, 
whose loan requirements are much 
larger but who have no collaterals to fit 
into the traditional financing ap- 
proaches of the banking system. To ser- 
vice such clients, Joint Liability Groups 
(JLGs), an upgradation of SHG model, 
are corsidered. SHGs/JLGs have proved 
to be highly successful in ensuring the 
availability of just and affordable bank 
credit to the people, thereby ensuring de- 
velopment and financial inclusion in one 
go, while securing credit discipline. In ad- 
dition, MFIs could play a significant role 
in facilitating inclusion, as they are 
uniquely positioned to reach out to the 
rural pcor. Many of them operate in а 
limited geographical area, have a 
greater understanding of the issues spe- 
cific to the rural poor, enjoy greater ac- 
ceptability amongst the rural poor, and 
have flexibility in operations, providing 
a level of comfort to their clientele. 
Partnering with the postal department 
The vast postal network, with its im- 
mense outreach and trust, could also be 
an effective vehicle for purveying finan- 
cial services. Banks can enter into stra- 
tegic alliances with the postal depart- 
ment for carrying out specific initia- 
tives, such as disseminating informa- 
tion about banking services and provid- 
ing counseling. Post offices may also 
work as 'point of service' for providing 
personalized services with respect to 
the various banking products with suit- 
able arrangements. 
The new ICT-based initiatives 
Developments in banking technology 
have transformed banking from the tra- 
ditional brick-and-mortar infrastruc- 
ture of branches to a system supple- 
mented by alternative banking channels 
like Automated Teller Machines 
TMs), credit/debit cards, Internet 
ing, electronic-remittances, etc. In 
ct, the use of Information and Commu- 
ication Technology (ICT) by banks has 
ded momentum to the efforts towards 
ial inclusion. Technology has the 
| “immense potential to enable banks to 
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reach the excluded people in an efficient 
and cost-effective manner. RBI has ad- 
vised the banks to scale up IT initiatives 
for financial inclusion speedily while en- 
suring that solutions are highly secure, 
amenable to audit, and follow widely ac- 
cepted open standards to ensure even- 
tual interoperability among different 
systems. Various technology-enabled 
products, such as smart cards, rural 
ATMs, biometric access/identification 
system and hand-held devices, have a 
great potential in rural areas as tools for 
financial inclusion. Using Core Banking 
Solution (CBS), Indian Bank opened ac- 
ecunts for migrant labor at Dharavi, 
Asia’s largest slum in Mumbai. This has 
facilitated savings and remittances by 
the migrant labor. Several banks are 
taking similar initiatives, which need to 
be augmented further for better results. 
Credit counseling/Knowledge centers 

A few banks have already taken initia- 
tives in opening credit counseling cen- 
ters, such as ‘Abhay’ Counselling Centre 
(Bank of India), Disha Trust (ICICI Bank 
Ltd.) and Grameen Paramarsh Kendras 
(Bank of Baroda). The counselors at 
these centers assist people on a face-to- 
face basis and also through other com- 
munication channels. Customers facing 
eredit problems arising out of multiple 
eredit cards, personal loans, housing 
loans, etc., approach the counseling cen- 
ters for advice and guidance. The counse- 
lors guide their customers and help them 


Scope of Financial Inclusion 


take up the matter with the banks con- 
cerned for restructuring their loans. In . 
addition, training and awareness camps 
are also being organized by some of these 
counseling centers to impart basic finan- 
cial education and promote financial in- 
clusion. 

Union Bank of India-Village Knowl- 
edge Center is a pioneering effort initi- 
ated by Union Bank of India. The initia- 
tive includes the establishment of Vil- 
lage Knowledge Centers (VKCs) at stra- 
tegic rural locations to provide informa- 
tion and guidance on the latest agricul- 
tural skills and developments, updates 
on climatic conditions, current market 
prices of agricultural produce as well as 
implementation of programs such as for- 
mation of SHGs and Farmers Clubs. In 
addition, these centers also aim at mak- 
ing these villages 10096 banked, and pro- 
vide information to farmers about the 
various loan products/schemes and guid- 
ance for availing loans from banks. 
These centers have been provided with 
basic infrastructure like Internet connec- 
tion and updated libraries with periodi- 
cals on agriculture and allied activities 
and rural marketing subjects. Providing 
educative and curative guidance and 
counseling is a major step in promoting 
sustainable financial inclusion and this 
needs to be done on a war footing. 
Targeted branch expansion 
In several districts, the population per 
bank branch is much higher than the na- 
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tional average, particularly in rural and 


f semi-urban areas. The list of such dis- 


` tricts has already been circulated by RBI 


among banks. The District Consultative 
Committees (DCCs) in these districts 
are identifying centers for opening 
branches by commercial banks and 
RRBs. Such targeted branch expansion 
is one of the important initiatives for fi- 
nancial inclusion, even if it entails some 
cost. However, the branch expansion has 
to be duly supported by the expansion in 
the use of alternative banking channels. 
Product innovation and customization 

The excluded segments of the population 
cannot afford the standardized banking 
products and hence require tailor-made 
products as per their needs. Their bank- 
ing requirements being small, the issue 
of servicing and delivery in a cost-effec- 
tive manner assumes significance for the 
bank. As such, banks need to be innova- 
tive and try to develop suitable banking 
products. Involving SHGs in the process 
can help in designing and efficiently op- 
erating suitable savings and credit prod- 
ucts. Banks also need to play a vital role 
in arranging adequate and affordable 
insurance for the various activities fi- 
nanced by them. Suitable micro-insur- 
ance products can do wonders, both for 
the bank and the people being covered 
under such schemes. 


‚ Incentivizing human resources 


-— 


Lending to low income groups and in- 
creasing financial inclusion need moti- 
vated bank staff. Such motivation is a 
function of attitudes and beliefs, as also 
a system of incentives and disincen- 
tives put in place by the bank's manage- 
ment for special efforts/failures to 
achieve the desired levels of perfor- 
mance in the task of financial inclusion. 
А suitable framework of performance 
parameters and linked incentives and 
disincentives, both monetary and non- 
monetary, can go a long way in boosting 
the financial inclusion initiatives. 


Conclusion 
Banks have now started appreciating 
the business potential in financial inclu- 


. sion, their corporate social responsibil- 


ity, and also the need for better involve- 
ment. However, the focus on the very poor 
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Financial Inclusion 


RBI's Initiatives for Financial Inclusion 





The Annual Policy Statement of the Reserve Bank of India for the year 2005-06 urged the banks tc 
review their existing practices to align them with the objective of financial inclusion. It was decidec 
to implement policies to encourage banks which provide extensive services, while disincentivizing 
those which are not responsive to the banking needs of the community, including the underprivi- 
leged. RBI's approach to financial inclusion aims at ‘connecting’ people with the banking system, 
including access to payment systems and not just credit dispensation. The thrust is on the use of 
multiple channels, such as civil service organizations, NGOs, post offices, farmers' clubs, 
panchayats and MFIs, as Business Facilitators to expand the outreach of banks. RBI calls for a 
decentralized approach, which is state and region-specific and has close involvement and coop- 
eration between the respective state governments and banks. In addition, the focus has been on the 
use of Information and Communication Technology (ICT), using bio-metric smart cards and 
mobile hand-held electronic devices for receipts and disbursement of cash by agents of banks, 
such as business facilitators/correspondents. RBI has been striving to portray financial inclusion as 


a viable business model and opportunity. A summary of initiatives taken by RBI for spreading 
financial inclusion is as under: | 


» 
> 
> 


> 


Providing a basic banking ‘no-frills’ account with low or nil minimum balances as well as charges; 
Ensuring all printed material used by retail customers in the concerned regional language; 
Simplification of КҮС procedure for those accounts with balances not exceeding Rs 50,000 and 
credits thereto not exceeding Rs 1,00,000 in a year; | 

Introduction of a General Purpose Credit Card (GCC) facility up to Rs 25,000 at their rural and 
semi-urban branches; | 

Adoption of districts by State Level Bankers Committee (SLBC) for 100% financial inclusion (SLBC 
is an inter-institutional forum, under the Lead Bank Scheme, for coordination and implementation 
of development programs and policies by all the financial institutions operating in a State): 
Facilitating the delivery of innovative insurance policies at affordable cost, covering life disability 
and health cover; 

Extensive use of SHGs and MFIs for financial inclusion on the credit side; 

Utilization of the services of NGOs/SHGs, MFIs and other civil society organizations as intermedi- 
aries in providing financial and banking services through the use of business facilitator/business 
correspondent models; 

Promoting the use of enormous network of post offices as business correspondents, leveraging 
on the postmen's intimate knowledge of the local population and trust reposed on them: 
Encouraging use of ICT solutions by banks for enhancing their outreach with the help of their 
business correspondents; | 

Launch of a multilingual website in 13 Indian languages on all matters concerning banking and 
the common person on June 18, 2007; 

Introducing comic books on financial literacy for school-children; 

Preparing and distributing suitable material for different target groups such as rural households, 
urban poor, defense personnel, women and small entrepreneurs; 

Launching of financial literacy programs in each state with the active involvement of the state 
government and the SLBC; | 

Setting up of a credit-counseling center by SLBC convenor on a pilot basis to begin with; and 
Setting up of the Centre for Financial Education and Excellence at College of Agricultural Banking 
(CAB), Reserve Bank of India, Pune. 


Source: Reserve Bank of India 


and disadvantaged groups, such as mar- 
ginal and sub-marginal farmers, ten- 
ants, share croppers, oral lessees and 
non-cultivator households, needs to be 
further strengthened. It is imperative to 
evolve conscious strategies for augment- 
ing the financial inclusion initiatives of 
banks. In view ofthe socio-economic com- 
plexities in India, such strategies should 


combine a variety of delivery channels, 
intermediaries and IT solutions, apart 
from the traditional branch network to 
comprehensively address the issue of fi- 
nancial inclusion in all its dimensions.s | 


The views are personal and do not necessarily reflect 
those of the Reserve Bank of India. 
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The future of rural banking would depend largely on how well the current 
trends and issues are addressed and a confluence of both borrowers and 
lenders is achieved. 


- AK Bandyopadhyay 


Chief General Manager, Department of Economic Analysis and Research, 


National Bank for Agriculture and Rural Development, Mumbai 





revolution, has been undergoing a 
slow but steady process of diversi- 
fication and commercialization, which 
have resulted in the shifting of crop- 
ping pattern from traditional crops to 
new crops and new markets. Share of 
non-food grain crops in the total agri- 
cultural production has gone up from 
25.7% during the triennium ending 
1970-71 to 35.1% during 1999-2000. 
Within the broad agriculture sector, 
the share of livestock sector has im- 
proved from 16% in 1970-71 to 25.2% 
in 1999-2000 and the share of fisheries 
Ihas also increased from 1.7% to 3.8% 
during the period. Institutional credit, 


|| ndian agriculture, post green 
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as in the case of every resource scarce 
developing economy, played a crucial 
role in these developments. 

Vibrant institutional credit sup- 
port to agricultural sector through ex- 
tensive financing of key inputs like im- 
proved seeds, chemical fertilizers/pes- 
ticides, irrigation, etc. led to improved 
performance of Indian agriculture dur- 
ing the late 1960s and 1970s. The 
credit strategy for agricultural devel- 
opment in the country has been 
founded on the philosophy of ‘growth 
with equity’. Despite tremendous 
achievements on major banking indi- 
cators, several challenges remain to be 
addressed. 


Low level access to credit 

The level of access to credit by the 
farming community and its extent 
were always a matter of concern to the 
policy makers and planners in the 
country. The results of the Situation 
Assessment Survey of Farmers — In- 
debtedness of Farmer Households— 
recently brought out by the NSSO ' 
(Situation Assessment Survey of 
Farmers) contain data relating to the 
incidence, extent and nature of indebt- 
edness. The report points out that less 
than half (48.6%) of our farming com- 
munity (89.35 million households) have 
access to any sources of credit. The situ- 
ation is more precarious in the case of 
small farmers, who shared around 8096 
of total number of farm holdings in the 
country, but have the rate of access of 
45% only. 

Despite various efforts to improve 
the reach of institutional sources, a large 
section of our farming society still de- 
pends on private moneylenders, traders, 
etc. For all farmer households taken to- 
gether, at the all India level, institu- 
tional sources were responsible for pro- 
viding 57.7% of the total credit, a down- 
ward trend compared to the situation 
prevalent (66.3%) during 1991-92 as re- 
ported by the All India Debt and Invest- 
ment Survey for all the households in the 
country. As for the farmer households 
owning one hectare and less, this propor- 
tion was only 47.3%, indicating that a 
large proportion of such households were 
dependent on non-institutional sources 
for their credit needs. 


Declining share of agricultural 
loan 

Despite the impressive performance of 
the banks in terms of expansion of busi- 
ness and the profitability, the share of 
agricultural lending of banks has shown 
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deceleration over the years. The number 
of accounts in direct advances to agri- 
culture by commercial banks as at the 
end of March 2004 was 192.3 lakh (as 
per report on Currency and Finance of 
RBIs various issues), a decline of more 
than six lakh accounts as compared to 
the number of such accounts by the end 
of March 1995. 

Financial sector reforms prompted 
to refocus the attention of commercial 
banks from the maximum geographical 
coverage and number of accounts to vi- 
ability/profitability concerns through 
rationalization and consolidation of 
branch network. The number of rural 
branches of commercial banks in the 
country has also declined from 35,389 
in 1993 to 30,639 as at the end of March 
2007. While it is true that the reduction 





in the number of bank branches in rural 
areas could be partially compensated 
by the improved adoption of technology 
and increased efficiency in their general 
operation, this initiative might have 
adversely affected achievement, as re- 
flected in the reduced number of ac- 
counts. The stipulation under doubling 
of credit to agriculture program, advis- 
ing banks to finance 100 new farmers 
per branch, was a step towards enhanc- 
ing the number of agriculture accounts 
in commercial banks. Now, commercial 
banks and RRBs are advised to add at 
least 250 rural household accounts ev- 
ery year at each of their rural and semi- 
urban branches. 


Inadequate coverage of small 

and marginal farmers 

l'he major objective of the directed lend- 
ng adopted in the country and the agri- 
"ultural credit cooperative was te widen 
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the reach of institutional credit and to 
weaken the stranglehold of private mon- 
eylenders and thereby ease the credit 
crunch faced by the farmers. Despite 
various efforts, low level of coverage of 
small and marginal farmers by institu- 
tional sources is a matter of serious con- 
cern in the economy where more than 
80% of the total farm holdings are below 
2 ha. The reduction in number of small 
holding accounts has been confirmed 
with the data on financing of Scheduled 
Commercial Banks over the years (as 
per Statistical Handbook of Indian 
Economy, various issues, RBI, Mumbai). 


Exclusion of tenant farmers/ 
share croppers 

А sizeable share of operational hold- 
ings in the country is under tenancy/ 


The importance of cooperative credit structure in the rural economy 
of the country is immense with a share of more than two-third of 
rural credit outlets. 


- AK Bandyopadhyay 


share cropping (especially oral ten- 
ancy). Tenant/share croppers in the 
country are characterized by frag- 
mented and small size of holdings with 
poor resource base. Per unit credit re- 
quirement of these farms is relatively 
higher when compared to larger farms 
due to poor resource base on the one 
hand and intensive use of input on the 
cther. Moreover, in the absence of land 
right and suitable records, such farmers 
could not get access to institutional 
credit, as the banks are still following 
security-based lending. 


Weakness in the cooperative 
credit structure 

The importance of cooperative credit 
structure in the rural economy of the 
ccuntry is immense with a share of 
more than two-third of rural credit out- 
lets. However, their share in rural de- 
posits is below 30% and share of credit 


business is also stagnating at around 
40%. Although, in a few states, the coop- 
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eratives have performed well, they gen- | 


erally suffer from various innate con- 
straints. Poor viability, crisis of leader- 
ship and governance, lack of profession- 
alism in fund management and other 
operations, political interference in op- 
erations, the unsatisfactory recovery of 
loans and high levels of NPAs continue 
to plague the cooperative banks. 


Strategies 

A. Improving access to credit 

Micro credit innovations 

The prevailing institutions have shown 


limitations in accommodating a large , 


section in the community, keeping mass 
of poor, especially the women, outside 
the fold of the formal banking system. 
The existing banking policies, systems, 
procedures and loan products had lim- 
ited success in meeting the most imme- 
diate needs of the poor. The search for 
alternative/supplementary policies, sys- 
tems and procedures, savings and loan 
products and new delivery mechanisms, 
which would encompass these sections 
and fulfil their credit requirements cul- 
minated in the emergence of micro credit 
innovations, especially the Self-Help 
Groups (SHGs)-bank linkage model. 
Under the SHGs-bank linkage program, 
15 to 20 people under a homogeneous en- 
vironment (by profession, location, age, 
education, etc.) are brought together to 
become initially members of a thrift 
group where they save and lend to the 
most needy among themselves at terms 
and conditions decided by them. Once 
the saving, and recycling of loans are sta- 
bilized, these groups are linked to banks, 
which provide them credit, based on 
their own savings. This enables the 
SHGs to have access to larger resources, 
and they start providing larger credit fa- 
cilities to their members. 

Today, what started as an isolated 
experiment during the early 1990s, the 
SHGs-bank linkage, is a national move- 
ment, probably the largest program of 
its kind in the world. As on March 31, 
2008, more than 34.77 lakh SHGs have 
been formed (of which around 90% are 
exclusively women groups) and have ac- 
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cess to bank credit. Now, at the instance 
of Government of India, the thrust has 
been shifted from SHGs to promoting 
micro-enterprises. Efforts are being 
made to help the matured SHGs to 
graduate from a regular consumption or 
production credit to micro-enterprises 
through term credit support. Age-wise 
pattern of the SHGs shows that there 
are more than three lakh credit-linked 
SHGs that are at least three years old 
and could be considered for promotion of 
micro-enterprises. The number of such 
matured groups would increase by about 
two lakh every year. Intensive trainings 
are being provided to SHG members on 
various aspects like understanding mar- 
kets, potential mapping, fine-tuning 
skills and entrepreneurship manage- 
ment to facilitate them to graduate to 


tenance and consumption needs, is a 
step in the right direction to overcome 
the rigidities associated with the sys- 
tem. KCC aimed at providing adequate 
and timely credit support from the 


banking system to the farmers for: 


meeting their cultivation needs, includ- 
ing purchase of inputs in a flexible and 
cost-effective manner. In addition to the 
integrated credit facility available un- 
der the scheme, the borrowers were also 
provided with personal accident insur- 
ance coverage with a nominal premium 
contribution per annum by the farmers 
and financing banks. It has proved to be 
extremely popular with bankers and 
farmers and helped in augmenting 
ground level credit flow. The number of 
cards issued has increased in each suc- 
cessive year since its inception and 


One of the major impediments in Indian agricul- 
ture is the inadequate infrastructure. 


micro-enterprises. The growth of micro- 
enterprises, besides equity consider- 
ation, will contribute to the growth of the 
economy. 
Joint liability groups 
Joint Liability Groups (JLG) was initi- 
ated during 2004-05 as pilot projects 
for developing effective credit products 
for mid-segment clients, which reduces 
the risk and transaction costs for the 
banks and also introduce a greater de- 
gree of flexibility for the credit users to 
determine credit needs and priorities. 
Credit support to the tune of Rs 12.4 cr 
was provided to 850 JLGs as on March 
2006. Feedback from various studies on 
the impact of the JLGs points that 
JLGs could emerge as an effective 
mechanism for purveying credit to those 
who cannot offer collaterals to avail 
loans from banks. 
Product innovations - Kisan credit 
cards 
The KCC which has the coverage of 
| three different credit needs of the farm- 
ers’, viz., production, farm asset main- 
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reached a total of over 71.47 million 
cards by the end of March 2008. 

Of late, different variations to KCC 
have been attempted by several banks 
in the field of agricultural credit. 
Grameen Credit Card (to meet the 
credit requirement of rural people), 
Bhumiheen Credit Card (aims to pro- 
vide credit to landless farmer/share- 
croppers/tenant farmers, etc.) are a few 
examples. 

Rejuvenating cooperative credit 
structure 

Recognizing the importance of reviving 
the cooperative credit structure in the 
country, Government of India (Gol) had 
appointed a committee under the chair- 
manship A Vaidyanathan. The report 
of the first committee (set up to formu- 
late a practical and implementable 
plan of action and also get a fair assess- 
ment of the extent of financial resources 
for the rejuvenation of short cooperative 
credit structure) has suggested a clear 
path to recover the financial strength of 
Indian cooperatives. Gol has accepted 


the recommendations with a revival 
package of Rs 13,596 cr. A National 
Implementation and Monitoring Com- 
mittee has been set up under the chair- 
manship of the Governor of RBI to over- 
see the implementation of the package. 
So far, the state governments of 
Madhya Pradesh, Maharashtra, 
Rajasthan, Uttarakhand, Uttar 
Pradesh, Gujarat and Orissa have 
agreed in principle to the package 
implemented through NABARD. Re- 
port of the same committee on Long- 
Term Cooperative Credit Structure is 
under the consideration of Gol. 

B. Improving credit absorption capacity 
Strengthening rural infrastructure 
One of the major impediments in Indian 
agriculture is the inadequate infra- 
structure. Positive correlation between 
the availability of adequate infrastruc- 
ture and induced investment with con- 
sequential income and employment 
generation in rural economy is obvieus, 
especially in the case of a developing 
country. Better access to social/eco- 
nomic infrastructure in rural areas not 
only enhances the production and pro- 
ductivity in farm and non-farm activi- 
ties but also improves the quality of ru- 
ral life by enhancing the access of social 
infrastructures. 

Accordingly, Gol decided to create a 
fund—Rural Infrastructure Develop- 
ment Fund (RIDF)—to be managed and 
operated by NABARD (for providing 
loans to State Governments and State- 
owned Corporations for completion of 
ongoing agricultural infrastructure 
projects). The radical shift was the in- 
volvement of banking sector in financing 
of investments for creation of rural infra- 
structure. The RIDF was set up with an 
initial corpus of Rs 2,000 cr in 1995-96, 
which cumulated to Rs 72,000 cr, includ- 
ing allocation for 2007-08. 

The corpus under RIDF is being uti- 
lized for accelerating infrastructure de- 
velopment by funding projects on (1) irri- 
gation, watershed management, flood 
protection, soil conservation, etc.. for in- 
creasing productivity and production of 
crops; (ii) rural roads and bridges for 
improving connectivity; (iii) rural mar- 
ket yards/godowns for value addition; 
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(iv) investments in social infrastructure 
like construction of primary health cen- 
ters/schools, providing drinking water, 
etc. Strengthening of infrastructure, it 
is hoped, will ensure capital formation 
in private sector, thereby boosting up 
credit absorption. 

Improving extension services 
Improvement in technology and its 
adoption are of high importance, which 
influence investment decisions of the 
farmers and thereby demand for credit. 
Appropriate use of modern farm tech- 
nologies, call for effective dissemina- 
tion of the stock of information at the 
grassroots level. While R&D in agricul- 
ture enriches the stock of scientific 
knowledge, the extension mechanism 
facilitates its dissemination. The ef- 
forts of public sector in providing exten- 
sion services are to be supplemented by 


Improvement in technology and its adoption are of 
high importance, which influence investment deci- 
sions of the farmers and thereby demand for credit. 


farmers' organization, NGOs, coopera- 
tives, private sector/MNCs, input sup- 
pliers, etc. 

Farmers' Club program, conceptual- 
ized by NABARD to instil better credit 
discipline among rural clientele, has 
been an effective channel to transfer ru- 
ral technology (in association with 
banks, Krishi Vigyan Kendras, Agricul- 
tural Universities, etc.). The role of the 
farmers’ clubs has been enlarged to 
cover technology transfer on farmers' 
field for higher productivity and produc- 
tion, on-farm value addition by adopt- 
ing effective post-harvest technology, 
active participation of the farmers in 
the marketing of their produce, etc. The 
mission of the farmers’ club program is 
now “development of rural areas 
through credit, technology transfer, 
awareness and capacity building”. Fi- 
nancial support is provided by 
NABARD for opening and maintenance 
of clubs and for organizing various 
training programs under the aegis of 
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farmers’ clubs. NABARD, in associa- 
tion with bankers, has promoted 28,226 
farmers’ clubs covering more than 
61,789 villages in almost all the states/ 
union territories, as on March 31, 2008. 


' NABARD also actively participates in 


the program for providing village knowl- 
edge centers to each of six lakh villages 
in the country by the end of 10^ Five- 
Year Plan. 


Conclusion 
Indian agriculture is poised towards a 
commercialized as well as diversified 
era and gearing up to target specific 
markets. Such production systems 
would warrant more inputs and capital 
investments, resulting in an increased 
demand for bank credit. 

Ever since the financial sector re- 
form measures were initiated in the 


| 


1990s, the banks are required to do a 
tight rope walking—maintaining a 
healthy balance sheet with reduced 
transaction cost and improved viability 
of their lending programs on the one- 
hand and meeting specific lending re- 
quirements, for preference sector, on the 
other. Efforts to improve credit flow 
would be desirable only if measures to 
improve the credit absorption capacity 
of our farmers are undertaken. This 
would entail strengthening the credit 
(especially, cooperative) structure, and 
extension institutions so as to provide 
adequate and timely credit and related 
support and guidance to the farmers, 
especially small and marginal farmers. 
Possibly, innovations like SHGs, JLGs, 
Farmers’ Clubs, etc., may be able to 
work for both borrowers and the bank- 
ers. However, the future of rural bank- 
ing would depend largely on how well 
the current trends and issues are ad- 
dressed and a confluence of both bor- 
rowers and lenders is achieved. 


The challenges before the banks are 
manifold. The strategy should clearly fo- 
cus on improving the access to credit, es- 
pecially of those small and marginal 
farmers, tenant farmers share croppers, 
etc. Efforts are also required to design 
the credit product in a customer- friendly 
way and reduce Rural Financial Institu- 
tions’ (RFIs’) own risks by suitable inte- 
gration of production and marketing 
cycles. Further, accelerating the pace of 
capital formation under public sector, 
infrastructure development with public- 
private partnership, focusing on irriga- 
tion, transportation, marketing and 
other post harvest facilities, etc. will en- 
able the agricultural sector to absorb 
more credit from institutional sources. 
Revamping RFIs and reorienting them 
with commercial objectives are also nec- 
essary to enhance their capacity to deal 
with the larger demand for credit by the 
agriculture sector. The country seeks to 
actualize the vast untapped growth po- 
tential of Indian agriculture, strengthen 
rural infrastructure to support faster ag- 
ricultural development, promote value 
addition, accelerate growth of agro-busi- 
ness, create employment in rural areas, 
secure a fair standard of living for farm- 
ers and agricultural workers, discourage 
migration to urban areas and face the 
challenges arising out of economic liber- 
alization and globalization. In order to 
attain the double-digit growth of the 
economy being envisaged in the 11" Five- 
Year Plan, agriculture sector should 
have a growth of at least 4%. Institu- 
tional credit, especially investment 
credit, has to be geared up to meet the 
targeted growth. This is indeed a daunt- 
ing task before the RFIs that need to 
gear up especially in the context of the 
forthcoming implementation of restric- 
tive norms of commodity financing under 
Basel II as well as the stepping up of the 
financial sector reforms process (follow- 
ing the implementation of the 
Raghuram Rajan Committee Reforms) 
that may intensify competition in the 
rural financial market. 


——————— С =. 
(The views expressed in the paper are of the author and 
not of the institution to which he belongs) 
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ince the summer of 2007, the glo- 
bal financial system has been 
going through a period of turbu- 
lence. The economic fallout of the 
subprime mortgage crisis and the at- 
tendant dislocation of structured fi- 
nance in the US caused a majer reas- 
sessment of risk across all asset 
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classes and markets worldwide and an 
implosion of the banks’ balance sheets, 
contributing to a global economic slow- 
down, according to the IMF, 2008, Glo- 
bal Financial Stability Report, World 
Economic and Financial Surveys. 

The impact of the current credit cri- 
sis on Islamic banking appears to be 


limited so far, but the lack of asset di- 
versity clouds short-term prospects. 
Write-downs at conventional financial 
institutions, following the meltdown of 
the US housing market, have already 
reached close to $500 bn, while assess- 
ing the exposures of financial institu- 
tions and devising means of crisis reso- 
lution due to differing and incomplete 
disclosure of activities have become 
more difficult. These circumstances in 
wider credit markets have not left Is- 
lamic finance completely unscathed. 
With the credit crisis that erupted last 
year still hobbling the US economy, in- 
vestment banks and finance houses, 
still reeling from the housing sector 
meltdown, are seeking capital infusions 
from sovereign wealth funds and other 
institutional investors. At the same 
time, Shariah compliance has tradi- 
tionally resulted in overdependence on 
equity and real estate investment, re- 
stricting the potential of risk diversifi- 
cation from a wider spectrum of avail- 
able assets. Overall, however, Islamic 
banking and finance have remained on 
the sidelines and have been so far rela- 
tively unaffected by the global financial 
turbulence. 

But Islamic banking is growing in 
importance and is expanding both geo- 
graphically and in product richness. The 
Islamic finance industry is in the midst 
of a phenomenal expansionary phase, 
exhibiting average annual growth rates 
of about 15% in recent years. There is 
currently more than US$800 bn worth 
of deposits and investments lodged in 
Islamic banks, mutual funds, insurance 
schemes (known as takaful), and Is- 
lamic branches of conventional banks. 
According to a recent study by 
McKinsey & Company (2007), the value 
of Islamic banking assets and assets 
under management is expected to reach 
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$1 tn by 2010 with Islamic banks grow- 
ing more rapidly than the average bank- 
ing sector in most countries. The current 
growth has been fueled not only by surg- 
ing demand for Shariah compliant 
products from financiers from the 
Middle East and other Muslim coun- 
tries, but also by investors around the 
world seeking Islamic investment as a 
means of diversification, thus rendering 
the expansion of Islamic finance a glo- 
bal phenomenon. But perhaps the most 
striking has been the fast growth of 
sukuk, the most popular form of 
securitized credit finance within Is- 
lamic finance. 

Sukuk issuance has soared over the 
last three years in response to growing 
demand for alternative investments 
and has been defying the ramifications 
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from the US subprime crisis so far. In 
addition, sukuk have also been perceived 
as a safer asset class, especially those 
that were issued with semi-government 
guarantees (mostly from GCC govern- 
ments). However, these structures have 
recently come under intense scrutiny by 
AAOIFI, whose board of scholars have 
raised doubts about the Shariah compli- 
ance of sukuk that do not fully convey 
asset ownership to investors and/or im- 
ply credit enhancements. 


Legal and regulatory issues 

The rapid expansion of Islamic bank- 
ing has typically taken place in one of 
the following two ways. First, conven- 
tional banks have increasingly tested 
the waters of Shariah-compliant bank- 
ing activities by opening an Islamic 
window and/or offering specific Islamic 


‚ financial products. Second, full-fledged 


Islamic banks have been licensed as 
such. 
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One of the concerns that arises as 
Islamic banking emerges within a con- 
ventional system is how to embed Is- 
lamic activities into the existing legal 
and regulatory frameworks. To ap- 
proach this issue, it is useful to adopt a 
two-tier perspective and address first 
the legal aspects of Islamic contracts, 
and second, the regulatory aspects of Is- 
lamic financial transactions. 

On the legal level, there is a ques- 
tion of whether the existing laws in a 
secular jurisdiction allow financial 
transactions to be governed by Shariah 
principles. The existing legislation in 
conventional jurisdictions typically 
does not include all the Shariah prin- 
ciples that should govern Islamic finan- 
cial transactions. However, in most of 
the jurisdictions with modern legal sys- 
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tems, the legal setup is typically flex- 
ible enough to allow the parties in- 
volved to write their own contracts. In 
these contracts, the signing parties 
could explicitly specify the desired prin- 
ciples by which their transactions 
should be governed, ensuring that these 
would be upheld in the jurisdiction 
where the contract is enforced. 

On the regulatory and supervisory 
level, there is a question whether Is- 
lamic institutions require similar lev- 
els of supervision as conventional insti- 
tutions. In this regard, a somewhat 
common misunderstanding is that, 
since Islamic banking is largely based 
on Profit-and-Loss Sharing (PLS) 
agreements, Islamic institutions do not 
need to be supervised at the same level 
as conventional banks. In fact, there are 
certain features of Islamic banks that 
warrant prudential regulation to a 
similar degree as traditional banks. 
These considerations include moral- 


hazard considerations, safeguarding 
the interests of demand depositors, and 
systemic considerations. 

Although national supervisory ap- 
proaches may vary, Islamic banking ae- 
tivities entail specific risks that need to 
be taken into account both by financial 
institutions and regulators. Recogniz- 
ing the need for guidance on these is- 
sues, a number of central banks and 
national monetary authorities of Is- 
lamic countries inaugurated the Es- 
lamic Financial Services Board (IFSB) 
in Malaysia in 2002 as an international 
standard-setting body. The IFSB's 
mandate is to ensure the stability and 
soundness of the Islamic financial ser- 
vices industry by developing new, or 
adapting existing, international fi- 
nance standards consistent with 
Shariah principles and by harmonizing 
industry practices. In fact, parallel to 
the revision of the Basel Capital Accord 
in 2005, the IFSB issued two regulatory 
standards on capital adequacy and risk 
management for Islamic institutions. It 
has also issued additional standards in 
other important areas, such as corpo- 
rate governance and supervisory review, 
among others. 

The regulatory authorities are also 
called on to foster an environment 
where Islamic banking can offer a suit- 
able response to investors' and deposi- 
tors’ demand for Islamic products. This 
is not to say that regulatory advantages 
should be given to Islamic institutions, 
but rather that a level playing field 
should be provided. 

Ап example of this kind of approach 
may be the policy of “по obstacles, no 
special favors" stated by the Financial 
Services Authority (FSA) in the UK. In 
the spirit of this policy, the FSA has for 
instance closely collaborated with the 
Islamic Bank of Britain (IBB) to find a 
solution that would allow IBB to offer 
Islamic investment accounts while at 
the same time qualifying as a deposit- 
taking institution, as mandated by the 
existing banking legislation. Simi- 
larly, the FSA has also issued a regula- 
tion for Islamic mortgages. Under the 
new legislation, buyers of Islamic 
mortgages will enjoy the same degree 
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of regulatory oversight as buyers of tra- 
diticnal mortgages. 


Financial stability perspectives 
From a prudential perspective, given 
that Islamic banks are expanding their 
presence in conventional systems, it is 
relevant to know whether Islamic banks 
are more or less stable than conven- 
tional banks. Some authors have ar- 
gued that the risks pesed to the finan- 
cial system by Islamic banks differ in 
many ways from those posed by conven- 
tional banks. 

Risks unique to Islamic banks may 
arise directly from the specific features 
of Islamic contracts as well as indirectly 
from the overall legal, governance and 
liquidity-management infrastructure 
available to Islamic institutions. For 
example, PLS financing shifts the di- 
rect credit risk from banks to their in- 
vestment depositors. But it also in- 
creases the overall degree of risk on the 
asset side of banks’ balance sheets, be- 
cause it makes Islamic banks vulner- 
able to risks normally borne by equity 
investors rather than holders of debt. 

In addition, the absence cf viable Is- 
lamic money markets could exacerbate 
liquidity risks. Similarly, prohibitions 
against the use of conventional deriva- 
tives limit Islamic banks’ ability to 
hedge certain risks. Moreover, most Is- 
lamic banks have operated in environ- 
ments with less developed or non-exis- 
tent interbank and money markets and 
government securities, and with lim- 
ited availability of and access to lender- 
of-last-resort facilities operated by cen- 
tral banks. These differences have been 
reduced somewhat because of recent 
developments in Islamic money market 
instruments, structured finance and 
lender-of-last-resort modes, as well as 
the implicit commitment of most au- 
thorities to provide liquidity support to 
all banks during times of stress. In par- 
ticular, more supply of short-term 
sukuk would engender more efficient li- 
quidity management given the lack of a 
viable Islamic money market. Although 
Islamic banks are currently one of the 
largest buyers of Shariah-compliant 
products (at long maturities), they 
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would benefit most from issues at 
shorter tenors. 

Islamic financial institutions also 
face liquidity risk arising from incom- 
plete term structure transformation, 
which has fostered a nascent but thriv- 
ing market of Shariah-compliant secu- 
rities. Many banks are seeking long- 
term funding to resolve the characteris- 
tic mismatch between the long-term 
maturities of originated loans and the 
shorter-term financing (through retail 
deposits) that backs them. In response 
to the soaring demand for real estate 
апа infrastructure finance, several 
large banks in the GCC have begun to 
package their revenues from mortgage 
and commercial lending into sukuk 
structures, which allow them to extend 
the tenor of new loans. 

On the other hand, there are fea- 
tures of Islamic banks that could render 
them less vulnerable than conventional 
banks. For example, Islamic banks are 
able to pass through a negative shock 
from the asset side (such as a worsened 
economic situation that causes lower 
cash flow from PLS transactions) to the 
investment depositors. The risk-shar- 
ing arrangements on the deposit side 
thus arguably provide another layer of 
protection to the bank, in addition to its 
book capital. 

Also, it could be argued that the 
need to provide a stable and competi- 
tive return to investors, the sharehold- 
ers' responsibility for negligence or mis- 
conduct (operational risk) and the more 
difficult access to liquidity put pressure 
on Islamic banks to be more conserva- 
tive. Furthermore, because investors 


(depositors) share in the risks (and typi- 


cally do not have deposit insurance), 
they have more incentive to exercise 
tight oversight over bank management. 

Finally, partly due to the lack of 
short-term investment opportunities, 
Islamic banks have traditionally held a 
larger proportion of their assets than 
commercial banks in reserve accounts 
with central banks or in correspondent 
accounts with other banks. Thus, even if 
Islamic investments were more risky 
than conventional investments, from a 
financial-stability perspective, the 


question is whether or not these higher 
risks are offset by bigger buffers. In 
sum, whether Islamic banks are more or 
less stable than conventional banks de- 
pends on the relative sizes of the effects 
discussed above, and it may in principle 
differ from country to country and even 
from bank to bank. 

Based on a study comprising 18 
countries, larger Islamic banks tend to 
be riskier than smaller Islamic banks 
and similar large commercial banks, 
while smaller Islamic banks tend to be 
more stable than small commercial 
banks. Furthermore, as the presence of 
Islamic banks grows in a country’s fi- 
nancial system, there is no significant 
impact on the soundness of other banks. 
This suggests that Islamic and com- 
mercial banks can coexist in the same 
system without substantial ‘crowding 
out’ effects through competition and de- 
teriorating soundness. 

A plausible explanation of the con- 
trast between the high stability in 
small Islamic banks and the relatively 
lower stability in larger ones is that it is 
significantly more complex for Islamic 
banks to adjust their credit-risk moni- 
toring systems as they become bigger. 
For example, the PLS modes used by 
Islamic banks are more diverse and 
more difficult to standardize than loans 
used by commercial banks. As a result, 
as the scale of the banking operation 
grows, monitoring of credit risk be- 
comes rapidly much more complex. 
That results in greater prominence of 
problems relating to adverse selection 
and moral hazard. Another explanation 
is that small banks concentrate on low- 
risk investments and fee income, while 
large banks do more PLS business. 

The findings provide some comfort 
regarding the financial soundness of 
small Islamic banks. At the same time, 
they underscore the importance, for 
regulators, of paying attention to the 
prudential risks of Islamic banks, in 
particular those that are large. - 


Current challenges 

The continuing rapid growth of demand 
for Islamic financial services is clearly 
good news for Islamic banks. At the 
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same time, it also presents some chal- 
4 lenges, as the banks need to invest into 
upgrading their credit risk manage- 
ment capabilities in line with the more 
^. complex and larger projects into which 

they are entering. 

- . Despite the rapid growth, business 
-models and products of Islamic banks 


b. are still rather homogenous, while 
_ Shariah compliance amplifies risks 


stemming from product configuration 
and process implementation. The suc- 
cess of Islamic banking in recent years 
has produced numerous Islamic banks 
with the same business models. There is 
a lack of ‘bread and butter’ lending, and 


_4 the current excess liquidity has led to too 
-. * much complacency among Islamic 


banks. 

In addition, there is a large and di- 
verse set of accounting standard differ- 
ences across the different jurisdictions. 


The development and setting of simple 


standard legal contracts is necessary in 
order to overcome the complexity and 
heterogeneity of current contracts. Fur- 
thermore, the deployment of IT systems 
that help monitor the fulfillment and 
visibility of processes on an end-to-end 
basis are crucial to facilitate the continu- 
ous monitoring of activities by Shariah 
scholars while eliminating the possibili- 
ties of non-compliance, which in some 

cases might render transactions invalid. 
| Liquidity risk management of Is- 


Т lamic banks is an important challenge 


~~ and is constrained due to limited avail- 
ability of tradable Islamic money mar- 
ket instruments and weak systemic li- 
quidity infrastructure. At the moment 
.. and as mentioned before, there is no 
< Shariah-compliant short-term Islamic 


a ‘money market (less than one week ma- 


_ turity) in local currency or in US dollars, 
. and Islamic repurchase agreement 
(repo) markets have not yet developed. 
Islamic money markets with longer 
maturities, which are based on com- 
modity murabaha transactions (mark- 
up financing), sometimes suffer from 
unreliable brokers with low creditwor- 


| thiness. Islamic banks also have a com- 
^ petitive disadvantage with conven- 


© tional banks, as they deposit their over- 
night money with their domestic central 
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bank interest free. The lack of liquidity 


and viable alternatives, combined with 
the competitive disadvantage, hamper 
the local Islamic banks and can even 
create a liquidity crisis. 


Solutions and opportunities 

Both bank's risk managers and bank 
regulators are working to address the 
above challenges. To overcome the 
shortcomings of the Islamic money 
market, many investment banks are 
currently designing new complex prod- 
ucts, compliant with Shariah law. It re- 
mains to be seen whether these new so- 
lutions will obtain widespread 
Shariah compliance in the Islamic fi- 
nance community, and generate 
enough demand for a functional Is- 
lamic money market to develop. 

The rapid developments are likely 
to continue. Financial institutions in 
countries such as Bahrain, the United 
Arab Emirates, and Malaysia have 
been gearing up for more Shariah-com- 
pliant financial instruments and 
structured finance—both on the asset 
and liability side—and debuted new fi- 
nancial instruments in market activ- 
ity, such as equity and bond trading, as 
well as in investment, such as Islamic 
syndicated lending, collective invest- 
ment schemes, and other asset man- 
agement products. In particular, sukuk 
issuance serves as an alternative and 
more diversified funding option that 
broadens the pricing spectrum and as- 
set supply as high demand for alterna- 
tive investment products causes 
greater lending width. Thus, it is 
hardly surprising that the current pro- 
cess of regulatory harmonization coin- 
cides with institutional competition 
for capital market leadership in the 
development of Islamic capital market 
assets and structured finance. As Is- 
lamic finance comes into its own, lead- 
ing financial centers, e.g., London, New 


York and Singapore, are making sig- - 


nificant progress in establishing the 
legal and prudential foundations to ac- 
commodate Islamic finance side-by- 
side with the conventional financial 
system. Many of the largest western 
banks, through their Islamic ‘windows’, 


have become active and leading play- 
ers in financial innovation and new 
Shariah-compliant financial instru- 
ments that attempt to alleviate many 
of the current constraints such as a 
weak systemic liquidity infrastrue- 
ture. More conventional banks are ex- 
pected to offer Islamic products, en- 
ticed by enormous profit opportunities 
and also ample liquidity, especially 
across the Middle East. 

New product innovation is also 
driven by domestic banks’ interest in 
risk diversification. With a large num- 
ber of new Islamic banks across the 
Middle East and Asia especially, diver- 
sification of products enables banks to 
offer the right product mix to more so- 
phisticated clients. A few banks are al- 
ready active across different jurisdic- 
tions, and this trend is certainly gcing 
to continue in the near future with pos- 
sibly some consolidation. 

On the regulatory front, the IFSB 
has moved ahead with its efforts aimed - 
at fostering the soundness and stability 
of the Islamic financial services indus- 
try through more standardized regula- 
tion. Globally accepted prudential ##ап- 
dards have been adopted by the IFSB: 
that smoothly integrate Islamic finance _ 
with the conventional financial system. — 
For instance, the adoption of the IFSB- 
Standards (somewhat akin to Basel ID, _ 
which take into account the specificities _ 
of Islamic finance, ensures a leve-play- 
ing field between Islamic and conven- 
tional banks. з 

Many challenges still lie ahead, but _ 
the banks’ search for profitable opportu- 
nities and the ensuing financial innova- _ 
tion process in tandem with favorable . 
regulatory developments at domestic 
and international levels as well as grow- | 
ing capital market sophistication will 
ensure that the Islamic finance industry 
continues to develop at a steady расе. 


(The views expressed in this article are those of the 
authors and should not be attributed to the IMF. its 
Executive Board, or its management. Anyerrors and 
omissions are the sole responsibility of the authors. 
Parts of this article have been previously published as 
"Trends and Challenges in Islamic Finance" in World 
Economies, 2008, Vol. 9, №, 2.) 
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The banking sector in India has once again come out with another fiscal of robust performances. This i: 
commendable given the fact that the banking environment has suddenly become quite challenging after the U: 
subprime crisis that surfaced last year end which has resulted in an unprecedented global liquidity crunch. Thi 
fiscal also confirmed the end of the era of benign interest rates as the country's apex bank embarked on a belt 
tightening spree. Interest rates headed further north as headline inflation hit double-digits led by an unprecedentet 
rise in food and oil prices, thus prompting the banking sector regulator, the Reserve Bank of India (RBI), to come ou 
with a series of tougher measures. This has nevertheless posed significant challenges to the banks to maintain thi 
growth momentum of the last few years. Against this backdrop, The Analyst brings to you the Banking Special issue 
which offers insights into the annual performance report card of the domestic banking sector. 
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he banking sector in India has 

once again come out with an- 

other fiscal of robust perfor- 
mances. This is commendable given the 
fact that the banking environment has 
suddenly become quite challenging post 
the US subprime crisis that surfaced 
last year and which has resulted in an 
. unprecedented global liquidity crunch. 
While the domestic banking sector did 
not remain totally unscathed, the ex- 
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tent of the hit or damage was negligible 
as compared to the banks in the US, 
which were hit maximum, as well as 
those in Europe and even China. The fis- 
cal year also confirmed the end of the 
era of benign interest rates as the 
country's apex bank embarked on belt- 
tightening. Interest rates further 
headed north as headline inflation hit 
double-digits led by unprecedented rise 
in food and oil prices, thus prompting 


Indian Banking Industry 


the banking sector regulator, the Ке- 
serve Bank of India (RBI), to come out 
with a series of tougher measures. This 
has nevertheless posed significant chal- 
lenges to the banks to maintain the 
growth momentum ofthe last few years. 

Against this backdrop, The Analyst 
brings you the Banking Special issue 
that offers insights into the annual per- 
formance report card of the domestic 
banking sector. 


Riding the 'CAMEL 

The yearly survey which is now into its 
fifth year, ranks banks on the basis of 
the famous CAMEL (Capital, Assets 
Quality, Management, Earnings, and 
Liquidity) rating. Banks have been 
classified into three categories based оп 
their ownership group, viz., Public Sec- 
tor Banks (PSBs), Private Sector and 
Foreign Banks. 


Capital adequacy 
Capital adequacy has emerged as one of 
the major indicators of the financial 
health of a banking entity. It is mea- 
sured as a ratio of bank's own capital 
(new equity, retained earnings, etc.) to 
its risk-weighted assets (loans, invest- 
ments in stock markets, guarantees, 
etc). Well adherence to capital ad- 
equacy regime does play a vital role in 
minimizing the cascading effects of 
banking and financial sector crises. The 
higher the Capital Adequacy Katio 
(CAR), the stronger is considered a 
bank, as it ensures higher safety 
against bankruptcy. As Indian banks 
are gearing up to adhere to the interna- 
tionally acclaimed Basel II norms. there 
is a growing emphasis on the improve- 
ment of banks' performances on this 
front. It is noteworthy that a majerity of 
the Indian banks have successfully im- 
proved their CAR in line with thetrends 
in global banking industry. А majority 
of the SCBs (Scheduled Commercial 
Banks) now boast of CAR (%) of more 
than 12%, which is well above the 9% 
mark as mandated by Basel Accord П. 
According to The Analyst 2008 
CAMEL ranking of Indian banks, State 
Bank of Bikaner & Jaipur (SBBJ) 
grabs the top spot among PSBs with a 
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> ANDHRA BANK 
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CAR of 13.5096. Among the private sec- 
tor bank, Federal Bank leads the 
rankings with a CAR of 22.46%, while 
Mashregbank PSC is ranked first 
among foreign banks with a CAR of 
153.6196; aue to the specific nature of 
operations, foreign banks have always 
had a very high CAR. A further analysis 
suggests that SBBJ has consistently 
been able to improve its CAR over the 
last three years, from 12.08% in FY 
2005-06 to a high of 13.50% in FY 2007- 
08. The SBI, India’s largest bank, has 
also shown significant improvement on 
the CAR front, from a low CAR of 
11.88% in 2005-06 to a CAR of 13.47% 
by 2007-08. ICICI Bank, India's second 
largest lender after SBI and the biggest 
private sector bank, has also seen a 
substantial rise in its CAR from 
11.69% during 2006-07 to a high of 
14.92% during 2007-08. 

Among the PSBs, Indian Bank 
which topped the rankings last year, 
however, slips down to the 7“ rank this 
year as its CAR slid from 14.14% to 
12.86%. Our study further highlights 





36 | October 2208 | 


ASSET QUALITY WINNERS 


1 SOUTH INDIAN BANK LTD. 


P, KARUR VYSYA BANK LTD. 


> YES BANK LTD. 






4 FEDERAL BANK LTD. 


4 TAMILNAD MERCANTILE BANK LTD. 


that almost all the private sector banks 
have improved their performance on the 
CAR front, except banks such as 
Tamilnad Mercantile Bank (down from 
16.77% to 15.35%) and Jammu and 
Kashmir (J&K) Bank. 

In an attempt to keep pace with the 
international best practices, India has 
decided to implement Basel II norms. 
Foreign banks having presence in India 
and Indian banks with operational 
presence outside the country have al- 
ready adopted Basel II with effect from 
March 31, 2008. All other commercial 
banks, excluding local area banks and 
regional rural banks, are expected to 
adopt Basel II with effect from March 
31, 2009. Nevertheless, the shift from 
Basel I regime to Basel II regime of capi- 
tal adequacy norms is undeniably going 
to be a daunting task for the Indian 
banks. RBI’s report on currency and fi- 
папее says that the shift to Basel II 
norms is going to present fresh chal- 
lenges to the Indian banking system 
Commendably, despite experiencing 
significant growth in assets base over 
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MANAGEMENT EFFICIENCY WINNERS 
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the years, the average CAR for the 
scheduled commercial banks improved 
to 13.08% as on March 31, 2008 from a 
mere 2% in 1997. Against this back- 
drop, while meeting the Basel II re- 
quirements may not be an issue in the 
immediate future, in the medium to 
long-term, nonetheless, new demands 
of capital may arise for Indian banks as 
they expand their businesses, as RBI 
suggests. Besides this, the more the 
banks lend year after year, the more 
capital they will have to infuse to meet 
the capital adequacy norms. According 
to RBI, if banks have to maintain their 
CAR of 12% as prescribed by the Basel 
II norms, the total capital requirement 
ofthe Indian banking system is likely to 
go up from the present level of 
Rs 2,96,191 cr to Rs 8,64,935 cr by the 
end of March 2012. Consequently, 
banks would need around Rs 5.7 lakh cr 
in the next five years to sustain the cur- 
rent growth in their annual lending. Out 
of this, a major chunk, i.e., nearly 6996 
will have to be raised by the public sec- 
tor banks, 20% by the new private sec- 
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4 tok Bank ТО. 


Ў KARUR VYSYA BANK LTD. 


tor banks, and about 11% by the foreign 
banks (see Table: Capital Needs). 
Thus, to meet the growing capital 
needs under Basel II regime, Indian 
banks are more likely to access the capi- 
tal markets sooner than later. However, 
the present policy holds back PSBs from 
raising capital freely in equity markets 
as government's holding in the banks 
cannot fall below 5196. This implies that 
out of the total capital requirement of 
Rs 3,69,115 cr (64.9%) of the state- 
owned banks, only a small portion can 
come through capital markets. No won- 
der it is also equally costly for the govern- 
ment to keep infusing such huge capital 
to meet the norms. Hence, many indus- 
try experts opine that the time is ripe for 
the government to slash down its stake 
in state-owned banks to 33%, which will 
give them enough room to raise addi- 
tional capital from the capital market. 
Now, move over the CAR to another 
important parameter, debt-equity ra- 
tio, which indicates the degree of lever- 
age ofthe bank or how much of the busi- 
ness is financed through debt and how 
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much through equity. Higher ratio indi- 
cates less protection for the creditors 
and depositors. However, sometimes, 
aggressive banks can raise huge 
amounts through debt to meet the in- 
creased business requirements. On this 
parameter, among the PSBs, it is the 
Chennai-based Indian Bank that 
steals the march over other peers with 
the lowest ratio. Among private sector 
banks, City Union Bank and Tamilnad 
Mercantile Bank jointly top the list, 
while in the foreign banks category, the 
best performers are Mashreqbank PSC 
and Krung Thai Bank Public Co. Ltd. 
Advances to asset ratio reflects the 
aggressiveness of a bank in lending 
funds. Higher ratio means there are 
more advances as a proportion of the to- 
tal assets. Advances being the core func- 
tion of banks, the higher the ratio, the 
more aggressive is the bank. It is inter- 
esting to note that almost all the banks 
have an advances to assets ratio of more 
than 50%..State Bank of Travancore 
with figures of 63.78%, Karur Vysya 
Bank with 64.61% and Mizoho Corpo- 
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rate Bank with 69.88% top the list on 
this parameter among public, private 
and foreign banks respectively. А major 
gainer among PSBs has been the Bank 
of India, which has improved its ranking 
from 9^ last year to the 3™ position this 
year—63.44% vs. 60.08%. 

The percentage of investment in 
government securities to the total in- 
vestments is a very important indicator 
which shows the risk-taking ability ef 
the bank. The higher the ratio, the safer 
are the investments. On this front, 
State Bank of Patiala with figures of 
94.81% and Lakshmi Vilas Bank with 
91.76% are the best performers this 
year among public and private banks 
respectively. Interestingly, among fèr- 
eign banks, three banks—Shinhan 
Bank, Antwerp Diamond Bank NV, 
and Oman International Bank—jointly 
top the rankings with 100% investment 
in government securities. 


Asset quality 
Asset quality signifies the degree of fi- 
nancial strength of and risks in a bank's 
assets, mainly loans and investments. 
The maintenance of sound asset quality 
is a fundamental feature of banking. A 
broad evaluation of asset quality is one 
of the most important components in 
assessing the current situation and fu- 
ture viability of a bank. The Net Non- 
Performing Assets (NNPA) to the Total 
Asset Ratio (TAR) indicates the effi- 
ciency of the bank in assessing credit 
risk. The lower the ratio, the better is 
the performance ofthe bank. On this pa- 
rameter, State Bank of Hyderabad and 
Andhra Bank jointly top the rankings 
among PSBs, while Yes Bank emerges 
winner amongst private banks. &mong 
foreign banks, close to a dozen banks 
jointly top the list once again owing to 
the specific nature of their business, 
particularly restricted lending. Inter- 
estingly, Union Bank of India which 
ranked 16“ last year has jumped sev- 
eral positions to grab the number three 
position with a figure of 0.0996 vis-à-vis 
0.96% last year. 

The most standard measure of as- 
set quality is the NNPA as a percentage 
of Net Advances. It is expressed as the 
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NNPA as a percentage to Net Loans dis- 
bursed by the bank. Among PSBs, State 
Bank of Hyderabad and Andhra Bark 
top the ranks, while Yes Bank leads the 
tally among private banks. Akin to the 
earler parameter, in this parameter 
also 13 foreign banks have topped the 
list. Unfortunately, United Bank of In- 
dia, which led the show last year, has 
slipped down to 23" position this year. 

Total investment to total assets in- 
dicates the extent of deployment of as- 
sets in investments as against ad- 
vances. Ideally, this ratio should be low, 
as the primary business of banks is 
lending. On this parameter, Bank of 
India with figures of 23.37%, City Union 
Bank with 23.38%, and Shinhan Bank 
with 16.62% top rankings in their re- 
spective categories of public, private 
and foreign banks. | 


To improve their asset quality, : 


banks have to consistently work to- 
wards reducing their NPAs. Percentage 
change in NPAs is a very important in- 
dicator which gives insights into a 
bank's progress towards recovery of its 
NPAs cr writing off these NPAs and 
improvement in the quality of its bal- 
ance sheet. Union Bank of India with a 
figure of (-)78.78%, South Indian Bank 
with (-)56.34%, and Abu Dhabi Com- 
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mercial Bank with (-)100% emerge as 
best performers among public, private 
and foreign banks respectively. 

During the last three years, the asset 
quality of the public as well as private 
sector banks has improved remarkably 
on the back of a strong domestic eco- 
nomic growth, prudent provision policies 
and several policy initiatives. Dramatic 
improvement in NPAs and recoveries 
can be attributed primarily to the imple- 
mentation of the Securitization and Re- 
construction of Financial Assets and En- 
forcement of Security Interests 
(SARFAESD) Act, hiving off of bad assets 
to asset reconstruction companies, in- 
creased debt repayment capacity of bor- 
rowers and improved valuation of the 
underlying collateral. SARFESI Act em- 
powers banks to take possession of the 
charged property by giving 60 days notice 
and thereafter sell it off by following pre- 
scribed procedures in a relatively quick 
and easy method. According to official 
statistics, the gross NPAs of the sched- 
uled commercial banks, which were as 
high as 15.7% in КҮ 1996-97, declined 
significantly to 2.4% by FY 2007-08. At 
the same time, the net NPAs of these 
banks declined from 8.1% to 1.08%. 

However, as the economic environ- 
ment, globally, becomes tough, in the 
wake of the ongoing financial 
crisis in the US, this poses 
—. new challenges for the global 
4 financial services sector, in 
_, general, and the Indian bank- 
_ ing sector, in particular. Ag- 
gressive growth in retail as- 
sets, especially, non-collater- 
455 — alized assets like credit cards 
ШШ and personal loans are bound 
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next few years for the banking 
“= industry as the economic out- 
look has suddenly turned 
gloomy. Further, having en- 
~~~ joyed а strong growth in retail 

__ lending, banks might be gear- 
ing up for a slowdown in the 
changed environment now. 
According to the global rating 
agency, Moody's, the overall 
. loan growth in the Indian 
— banking system was robust, 


but has slowed somewhat, largely due | 
to a significantly lower increase in retail , 


loans, the driving force of growth for the - 


banks in recent years. A section of ex- 
perts even warn that this could prove to 
be challenging as delinquency rates are 
on the rise in the recent months, which if 
continues, may prompt changes in the 
rating outlook for the Indian banks from 
stable to negative. To curtail rising de- 
linquencies, domestic banks need to fur- 
ther strengthen their risk management 
systems and take necessary initiatives 
such as strengthening of credit checks in 
the pre-verification process, strengthen- 
ing the operational controls system for 
early detection of delinquent accounts 
and increased sharing information of de- 
linquent customers and defaulters. 


Management efficiency 
Management efficiency is another vital 
component of the CAMEL Model that 
ensures the survival and growth of a 
bank. It is the management which sets 
vision and goals for the organization 
and ensures that it achieves them. In 
the process of achieving their goals, 
management takes certain crucial deci- 
sions depending on its risk perception. 
Hence, analysts and investors use this 
parameter to evaluate management ef- 
ficiency as to assign premium to better 
managed banks and discount to poorly 
managed ones. 

While the other factors of CAMEL 
model can be quantified fairly easily 
from current financial statements, 
management quality is a somewhat 
elusive and subjective measure, yet one 
that is crucial to institutional success. 
As management quality is inextricably 
tied to a bank's success or failure, it is 
important to develop and improve 
methods of grading management effi- 
cacy. Besides this, the banking sector 
reforms also reinforce the need to im- 
prove productivity of the banks through 
appropriate measures which aim at re- 
ducing the operating cost and improving 
the profitability of the banks. 

The ratios in this category, which 


OM 


include total advances to total deposits, , 


business per employee, profit per em- 
ployee and return on net worth, mea- 
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the management. The ratio, total ad- 
vances to total deposits, measures the 
efficiency and ability of the bank’s man- 
agement in converting the deposits 
available with the bank into high earn- 
ing advances. On this parameter, IDEI 
Bank grabs the top spot among PSBs 
with a figure of 1 12.62%. Kotak 
Mahindra Bank emerges the winner 
among private banks with a figure of 
94.69%, while Antwerp Diamond Bank 
NV ranks top among foreign banks 
with a figure of 597.839, 

Business Per Employee (BPE) ratic 
reveals the productivity of human forces 
of the bank. Usually, the ratio is used as 
a tool to measure the efficiency of all the 
employees of a bank in generating busi- 
ness for the bank. It is arrived at by di- 
viding the total business of the bank by 
its total number of employees. The 
higher the ratio, the better it is for the 
bank. The term business implies the 
sum of total deposits and total ad- 
vances in a given fiscal year. On this 
:arameter, ШВ] Bank, Axis Bank and 
3ank of Nova Scotia top the list among 
"SBs, private sector banks and foreign 
'anks respectively. 

Profit Per Employee (PPE) ratio re- 
eals the surplus earned per employee. 
bis arrived at by dividing the Net Profit 
arned by the bank by the total number 
"employees. The higher the ratio, the 
igher is the efficiency of the manage- 
ent. Both indicators —BPE and 
PE—measure the banks' efficiency 
ith respect to human assets. IDBI 





Select Banking Aggregates 


а Aggregate Deposits 
М Bank бело 
* №1-1006 Credit 


October 2008 | 






Chase Bank National Association lead 
the rankings among public, private and 
foreign banks respectively, 

RONW reflects the returns a bank 
earns from the money that the equity 
shareholders have invested in it. This ra- 
tio is typically used to compare the profit- 
ability of an entity (bank, here) to that of 
its industry peers, It generally gives re- 
turn on equity investment rather than re- 
turn on the company’s total capital. 
Hence, it is a good measure for judging the 
returns for equity shareholders as it indi- 
cates better utilization of equity capital 
and reserves. On this parameter, Indian 
Overseas Bank tops the list among PSBs 
with 27.15%, while City Union Bank and 
Standard Chartered Bank emerge best 
performers among private sector and for- 
eign banks with figures of 21.81% and 
24.05% respectively. 


Earnings quality 

Earnings quality reflects quality of a 
bank's profitability and its ability to 
earn consistently. On this parameter, 
Punjab & Sind Bank tops the list with a 
group average of 4.6, followed by City 
Union Bank Ltd. with 4.83 among pri- 
vate banks, and Abu Dhabi Commer- 
cial Bank with 6.67 among foreign 
banks. Operating profit is the outcome 
cf employment of average working 
funds. Better utilization of funds by 
banks results in higher operating prof- 
its. Hence the ratio, operating income to 
average working funds, specifies how a 
bank has generated its profits through 
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employment of its funds. On this pa- } 
rameter, Indian bank, HDFC Bank 
Ltd., and Mashreqbank PSC top the 
rankings in their respective sectors. 
One important observation is that un- 
der PSBs, compared to last year, Indian 
Overseas Bank gets second rank, 
whereas it stood at the 9% place last 
year; and the same has happened with 
the private sector bank Kotak 
Mahindra Bank, which has jumped six 
ranks this year (from 12 to 6). On the 
parameter of PAT growth among public 
sector banks, Bank of India ranks first 
with a growth of 79%. Abu Dhabi Com- 
mercial Bank and Development Credit 
Bank have shown more than 100% 
growth in PAT from foreign and private 
banks respectively. Among PSBs, only Y 
Oriental Bank of Commerce has posted 
negative growth in its PAT. 

Net Interest Margin is another key 
indicator for evaluating a bank's perfor- 
mance in terms of its expansion, which 
can be measured as the difference be- 
tween interest earned and interest ex- 
pended. In the tough banking environ- 
ment, banks expect this ratio to come 
down. Already, Bank of India and the 
Union Bank of India have cautioned 
about low net interest margins ahead 
due to regulatory tightening. BoI Chair- 
man TS Narayanasami said, “This 
NIM level is not sustainable for long. 
We have to depend on non-interest in- 
come seriously from next year.” Оп this , 
parameter, Indian Bank, Kotak 
Mahindra Bank and Citi Bank top the 
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list. Therefore, to determine a bank’s 
earning capacity, NIM is the best indi- 
cator. The parameter, Interest Income 
to Working Funds, represents the abil- 
ity of a bank to raise income from lend- 
ing operations. As compared to the pub- 
lic sector banks, private banks have 
done much better. For the fiscal year 
2007-08, private banks generated ma- 
jor revenues from advances, while the 
same has been achieved by the public 
sector banks through investments. Un- 
der this indicator, the Yes Bank tops 
the list with a figure of 10.09%, while 
Indian Overseas Bank is winner 
amongst PSBs with a figure of 9.77%. 
Among foreign banks, Barclays Bank 
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Plc ranks top with a figure of 9.21% re- 
spectively. On the parameter of Non-in- 
terest Income to Working Funds, Bank 
of Maharashtra, South Indian Bank 
Ltd., and DBS Bank are the top per- 
formers among public, private and for- 
eign banks respectively. 


Liquidity 

For a bank, liquidity is a crucial aspect 
which represents its ability to meet its 
financial obligations. It is utmost impor- 
tant for a bank to maintain correct level 
of liquidity, which will otherwise lead to 
declined earnings. A high liquidity ratio 
indicates that the bank is more affluent. 
However, a bank needs to take care in 
hedging liquidity risk to ensure its own 
liquidity under all rational conditions. It 


е 2 ` is possible only when the percentage of 


funds ploughed in the investments with 
high returns is large. Hence, this ratio 
can be better measured based on Liquid 
Assets/Total Deposits and Liquid As- 
sets/Total Assets, etc. Under this indica- 
tor, the top performers among PSUs and 
private sector banks are State Bank of 
India, Corporation Bank, Dhanalakshmi 
Bank Ltd., and ICICI Bank Ltd. 
Antwerp Diamond Bank and Krung 
Thai Bank Public Co. Ltd., top the list 
among foreign banks. Last year, under 
this indicator, Bank of India was the top 
performer, but this year, it has slipped 7 
ranks. In the case of the State Bank of 
India, the opposite happened—it has 
improved its rankings from 9% last year 
to first under the parameter LA/TD. 

On the parameter, G-sec/TA, Indian 
Bank, Kotak Mahindra Bank, and Bank 
of Ceylon top the list among public, pri- 
vate and foreign banks respectively; 
since last year, public sector banks are 
investing more in government securities 
compared to the private sector banks. On 
the parameter, Approved Securities/To- 
tal Assets, Bank of Baroda tops the list 
with a group average of 7.40 among 
PSBs. Bank of Rajasthan tops the 
rankings among the private sector 
banks, while Bank of Ceylon leads the 
list amongst foreign banks. 

Finally, we reach the composite 
ranking. And it's time to declare the win- 


· ners. And the winners are Bank of India 


Indian Banking Industry 


(PSB), Karur Vysya Bank (Private Sec- 
tor), and Shinhan Bank (foreign banks). 


Looking ahead 

Surely, it's time now to move ahead and 
think of the future as the banking env;- 
ronment has suddenly become chal- 
lenging. In fact, these are surely not the 
best of the times for the global banking 
industry. Just when it appeared that 
the worst may be behind, the subprime 
crisis, which struck last year, has once 
again raised its ugly head, as the 
world's largest insurer, AIG goes into 
the intensive care unit and has been 
kept on a life support in the form of a 
massive $85 bn bailout by the US gev- 
ernment, and the mercurial Merrill 
Lynch gets acquired by Bank of 
America; however, the not-so-lucky 
Lehman Brothers, the fourth largest 
US investment bank, slips into bank- 
ruptcy and perhaps history. While it 
was not totally unexpected, however, 
the extent of damage and collapse of 
three big names in the US financia! in- 
dustry has alarmed the central banks, 
across the globe. 

Back home, while no one is expect- 
ing any trouble for the domestic banks, 
the mood is nonetheless cautious. Infla- 
tion has remained high for a good part of 
the current year, which has led RBI to 
resort to a series of strong measures to 
tame the monster. A major fallout of 
this has been the continuous rise in in- 
terest rates, which now threatens to put 
a break on the fast pace of economic 
growth witnessed during the last three 
to four years. Many have, in fact, low- 
ered the economic growth forecast, fear- 
ing slowdown in credit offtake. Already, 
signs of weakness in demand for con- 
sumer, housing and auto loans have be- 
come visible as consumers shy away 
from borrowing at high costs. On their 
part, banks also are reducing exposure 
to high risk consumer and personal 
loans. And then Basel II is barely a 
couple of months ahead. That means 
huge challenges ahead for the banking 
sector in the country.a 

— Amit Singh Sisodiya, Y Bala Bharathi 
and Imrana Moghal 
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METHODOLOGY 


The study is based on the CAMEL methodology. It includes an analysis of the performance of 68 banks 


whose annual results for 2007-08 are avai 


lable. Banks are classified into three categories, namely— 


Public Sector, Private and Foreign Banks. Category-wise ranks are assigned based on aggregate 
average of ranks under each group of parameters under CAMEL. 


Introduction 

The Analyst Banking Special turns five 
this year. To assess Indiam banks, The 
Analyst has adopted the world-renowned 
CAMEL model (with minor modifica- 
tions). The reason being, the CAMEL 
model is simple and makes it easy to 
compare a wide range of banks present in 
India. CAMEL stands for Capital Ad- 
equacy, Asset Quality, Management, 
Earnings Quality and Liquidity. 

The Analyst has ranked the banks on 
each of these parameters, based on the 
average individual rank a bank achieved 
for each ratio. The banks have been cat- 
egorized into Public Sector banks, Pri- 
vate banks and Foreign banks. 


Sampling 

The initial sample comprised of 189 
banks. However, the sample size was 
reduced to 68 banks after cooperative 
banks and banks whose annual reports 
for the year 2007-08 were not available 
were excluded. 


Data 

The data for the calculations has been 
used from PROWESS, a corporate data- 
base developed by the Center for Moni- 
toring Indian Economy (СМГЕ). 


Ranking Methodology 

All the banks were first individually 
ranked based on the sub-parameters of 
each parameter. The sum of these ranks 
were then taken to arrive at the Group 
Average of individual banks for each pa- 
rameter. Finally, the composite 
rankings for banks were arrived at after 


computing the average of these group 
averages. Banks were ranked in the as- 
cending/descending order based on the 
individual sub-parameters. 


Camel Model 

Capital Adequacy 

Capital adequacy reflects the overall fi- 
nancial condition of a bank and also the 
ability of the management to meet the 
need for additional capital. 

Capital Adequacy Ratio (CAR) 

As per the latest RBI norms, banks in 
India should have a CAR of 8%. It is ar- 
rived at by dividing the Tier I and Tier П 
capital by risk-weighted assets. Tier I 
capital includes equity capital and free 
reserves. Tier II capital comprises of 
subordinated debt of a 5-7 year tenure. 
The higher the CAR, the stronger the 


bank. 

Debt-Equity Ratio (D/E) 

Debt-Equity Ratio is arrived at by di- 
viding the total borrowings and depos- 


its by shareholders' net worth, which in- . 


cludes equity capital and reserves and 
surpluses. 

Advances to Assets (ADV/AST) 

This is the ratio of the Total Advances 
to Total Assets. Total Advances also 
include receivables. The value of Total 
Assets excludes the revaluations of all 
the assets. 

G-secs to Total Investments (G-SEC/INV) 
This ratio shows the risk involved in a 
bank's investments. Since government 
securities are risk-free, the higher the 
G-secs to investments ratio, the lower 
the risk involved in a bank's invest- 
ments. It is arrived at by dividing the 





amount invested in government securi- 
ties by total investments. 

Asset Quality 

The prime motto behind measuring the 
asset quality is to ascertain the compo- 
nent of non-performing assets as a per- ' 
centage of the total assets. In addition, the 


` parameter also ascertains the NPA move- 


ment and the amount locked up in invest- 
ments as a percentage of the total assets. 
Net NPAs to Total Assets (NNPAS/TA) 

It is a measure of the quality of assets 
in a situation where the management 
has not provided for loss on NPAs. Here, 
the Net NPAs are measured as a per- 
centage of Total Assets. The lower the 
ratio, the better the quality of advances. 
Net NPAs to Net Advances (NNPAS/NA) 
Net NPAs are Gross NPAs net of provi- 
sions on NPAs and suspense account. In 
this ratio, Net NPAs are measured as a 
percentage of Net Advances. 

Total Investments to Total Assets (TI/TA) 
This ratio is used as a tool to measure 
the percentage of total assets locked up 
in investments, which by conventional 
definition, doesn't form part of the core 
income of a bank. It is arrived at by 
dividing total investments by total 
assets. 

Percentage Change in Net NPAs 

This measure gives the movement in 
Net NPAs in relation to Net NPAs in 
the previous year. The higher the reduc- 
tion in Net NPA levels, the better it is 
for the bank. It is given by the formula: 
%Change in Net NPAs = (Net NPAs at 
the end of the year — Net NPAs at the 
beginning of the year)/Net NPAs at the 
beginning of the year. 


rr ee ee eee E M , 
Disclaimer: The Analyst has taken utmost care and caution in collecting the data before publication. In spite of this, if any omission, inaccuracy or printing errors occur wit! 
regard to the data, The Analyst will not be held responsible or liable. 
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Management Efficiency 

To measure the efficiency of the man- 
agement we have used parameters like 
profit per branch, business per em- 
ployee and advances to deposits. 

Total Advances to Total Deposits (TA/TD) 
This ratio measures the efficiency of the 
management in converting the deposits 
available with the bank (excluding 
other funds like equity capital, etc.) into 
advances. Total Deposits include de- 
mand deposits, savings deposits, term 
deposits and deposits of other banks. 
Total Advances also include the receiv- 
ables. 

Profit Per Employee (PPE) 

This measures the efficiency of the em- 
ployee at the branch level. It also gives 
valuable inputs to assess the real 
strength of a bank's branch network. It 
is arrived at by dividing the net profit of 
the bank by total number of branches. 
The higher the ratio, the higher the effi- 
ciency of the management. However, it 
is advisable to look at the number of 
branches too, as a bank with fewer 
branches can get higher ranking despite 
earning a lower net profit. 

Business Per employee (BPE) 

This tool measures the efficiency of all 
the employees of a bank in generating 
business for the bank. It is arrived at by 
dividing the total business by the total 
number of employees. By business we 
mean the sum of Total Advances and 
Total Deposits in a particular year. 
Return on Net Worth (RoNW) 

It is a measure of the profitability of a 
bank. Here, PAT is expressed as a per- 
centage of Average Net Worth. 

Earnings Quality 

This parameter gains importance in 
the light of the argument that much 
of a bank's income is earned through 
non-core activities like investments, 
treasury operations, corporate advi- 
sory services and so on. Here, we try 
to assess the quality of income of a 
bank in terms of income generated 
by core activity—income from lending 
operations. 
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Operating Profit by Average Working 
Funds (OP/AWF) 

This is arrived at by dividing the oper- 
ating profit by average working funds. 
Working funds is the daily average of 
the total assets during the year. 
Percentage Growth in Net Profit 

It is the percentage change in net profit 
over the previous year. 

Net Interest Margin (NIM) 

It is an important measure of a bank's 
core income (income from lending opera- 
tions). It is the difference between the 
interest income and interest expended 
as a percentage of average earning as- 
sets. Interest income includes dividend 
income. Interest expended includes in- 
terest paid on deposits, loans from RBI, 
and other short-term and long-term 
loans. 

Net Profit/Average Assets (PAT/AA) 

This ratio measures return on assets 
employed or the efficiency in utilization 
of the assets. It is arrived at by dividing 
the net profit by average assets, which 
is the average of total assets in the cur- 
rent year and previous year. 

Interest Income/Working Funds (II/WF) 
This ratio measures the income from 
lending operations as a percentage of 
the working funds in a year. Interest in- 
come includes income on advances, in- 
terest on deposits with RBI, and divi- 
dend income. 

Non-interest Income/Working Funds (NII/ 
WF) 

This measures the income from opera- 
tions other than lending as a percentage 
of working funds. Non-interest income 
is the interest income earned by the 
banks excluding income on advances 
and deposits with RBI. 

Liquidity 

Liquid Assets/Demand Deposits (LA/DD) 
This ratio measures the ability of a 
bank to meet the demand from demand 
deposits in a particular year. It is ar- 
rived at by dividing Liquid Assets by 
total Demand Deposits. Liquid Assets 
include cash in hand, balance with RBI, 
balance with other banks (both in India 


and abroad), and money at call and 
short notice. 

Liquid Assets to Total Deposits (LA/TD) 
This ratio measures the liquidity avail- 
able to the depositors of a bank. Liquid 
Assets include cash in hand, balance 
with RBI, balance with other banks 
(both in India and abroad), and money 
at call and short notice. Total Deposits 
include demand deposits, savings de- 
posits, term deposits and deposits of 
other financial institutions. 

Liquid Assets/Total Assets (LA/TA) 

Liquid Assets include cash in hand, 
balance with RBI, balance with other 
banks (both in India and abroad), and 
money at call and short notice. The ratio 
is arrived by dividing liquid assets by 
total assets. 

G-secs/Total Assets (G-Sec/TA) 

This ratio measures the proportion of 
risk-free liquid assets invested in 
G-Secs as a percentage of the assets 
held by a bank and is arrived at by di- 
viding investment in government secu- 
rities by total assets. 

Approved Securities/Total Assets (AS/TA) 
This is arrived at by dividing the 
total amount invested in Approved 
Securities by Total Assets. Approved 
Securities are investments made in 
state-associated bodies like electricity 
boards, housing boards, corporation 
bonds, shares of regional rural 
banks. 


Individual Parameter Ranking 
(CAMEL) 

Average of Group: Calculated by tak- 
ing the average of ranks of all indicators 
under respective parameters. 

Group Ranks: It is done by sorting the 
average of group in ascending order (the 
lower the rank average, the better the 
performance). 

Composite Ranking 

Avg of Group Avg: Calculated by tak- 
ing the average of Group averages. 
Composite Rank: Ranking is given by 
sorting the Avg of Group Avg in ascend- 
ing order.a 
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Bank of India: Bank of India is first among the public sector banks to raise capital through 
the Qualified Institutional Placement (QIP) route. The issue was unique in its timing 
and the leverage it provided to the bank for business expansion. 


CAPITAL ADEQUACY 






RANK : CAR RANK RANK ADV/AST RANK G-SEC/INV RANK GROUP 
2007-08 (% (TIMES) m (96) AVERAGE 
Public Sector Banks 

STATE BANK OF BIKANER & JAIPUR 13.50 1 159 20 6077 9 9219 4 850 
STATE BANK OF TRAVANCORE 12.68 в 29 26 — 6378 ! — 9321 2 925 
ANDHRA BANK 11.81 9 — 05 2 6047 10 8784 8 975 
ORIENTAL BANK OF COMMERCE 22° 1 MN 3 60416 11 8595 3 97 
| STATEBANK OF PATIALA 1250. 310 QOEM 22 6163 6 — 948 1 975 
CANARABANK ` 13.25 3 (05 10 5935 18 8598 12 1075 
BANK OF INDIA 1295 M. 6 — 6344 $$, И, daos 

STATE BANK OF MYSORE Hy эе, «ЭРНИ 4 6358 MU ЕКА dm AC 
STATE BANK OF INDORE "a 2 1.42 17 6225 5 — 9132 5 1200 
PUNJAB NATIONAL BANK 12.96 а 108 11 6004 12 8190 2? 1225 
CORPORATION BANK 1200 — 13 06 4 5882 21 8560 14 130 
| INDANBANK 12.88 т DNE 1 85850 2 | 8227 19 1300 
LI SYNDICATE BANK no 22 Т 9 5979 14 8957 7 1300 
| BANK OF BARODA 12.91 6 085 в 5941 17 78410 23 1350 
14 INDIANOVERSEAS BANK 1.96 15 м 4 5932 19 9080 в 1350 
16 STATEBANK OF HYDERABAD 1235 — .11 147 12 5818 2з 8696 ^ 10 1400 
AT ALLAHABAD BANK | 124 — 14, — 08 7 8994 13 7451 24 1450 
B BANK OF MAHARASHTRA 1025 6 —— 1M 14 6081 B 8615 11 1475 
UNION BANK OF INDIA 1251 9 15 19 5978 15 8230 18 1525 
00 DENABANK 1100: 2р 24. E 8 8957. - 10 1 828) 17 — 1550 
| CENTRAL BANK OF INDIA 02 ж ом 5 5865 2 8268 16 1700 
STATE BANK OF INDIA 1347 з оа 8 5771 ^ 741 25 . 1725 
co BANK 1000 — 27 —— 188 3 6134 7 834 15 1800 
© 1081 BANK 1.5 16 646 7 6290 4 7104 % 1825 
ы PUNJAB & SIND BANK 118] -— 20° 6 5 — 5927 2) 8745 9 1850 
| UNITED BANK OF INDIA Hae OF ease i$. мо a ANM 7 2100 





MJAYA BANK 11.22 22 1.69 21 56.40 26 82.16 20 22.25 











come NRE тесе" be t eo > —- ——= о -- =... 


СТУ UNION BANK 12.48 13 0.00 


1 6174 2 8693 E 4% 
SOUTH INDIAN BANK 1380 5 0.16 3 6117 з EM 8 475 
TAMILNAD MERCANTILE BANK 15.35 3 0.00 1 — 6014 4 7498 1 475 
FEDERAL BANK 22 46 0.32 6 57.97 6 7778 9 550 
KARUR VYSYA BANK 1258 12 0.28 5 6461 1 8607 4 550 
LAKSHMI VILAS BANK 1273 11 0.39 8 5899 5 9176 iv MD 
 KCTAK MAHINDRA BANK 18.55 2 1.64 15 5493 11 88.68 YTO DNE. 
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You Moved tö атбттёт сту. 


She understood. 
You were too busy to call everyday. 
She didn't mind. 
( When she cried, she cried alone. 
Whenever you cried, she cried with you. 
When you said 'Ma, this is important’, 


she prayed for you. 


Your dreams are not yours alone 





metininnhankafindia nn in 


BANKING TEE 


ICICI Bank: ICICI Bank became the first bank in India to introduce Direct Banking when it 
launched virtual “b2-Branch-free Banking" in July this year. In addition to easy access 
and anytime anywhere banking, customers can benefit from zero charges 


CAPITAL ADEQUACY and no minimum balance. 
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D/E ВАМ EN АОМ/АЗТ RANK | G-SEC/INV GROUP 
(ПМЕ$) (%) (%) AVERAGE 





Private Banks 

' JAMMU & KASHMIR BANK 12.80 10 0.34 7 57.65 7 79.20 7 7.75 

| __ KARNATAKA BANK 12.17 14 0.21 4 56.02 9 76.15 10 9.25 

rF. DEVELOPMENT CREDIT BANK 13.38 9 0.94 12 53.59 13 79.39 6 10.00 

ICICI BANK 14.92 4 1.85 16 56.35 8 67.76 14 10.50 

e YES BANK 13.60 7 1.30 14 55.53 10 70.60 12 10.75 

| OHANALAKSHMI BANK 9.21 16 0.56 9 52.11 14 85.85 5 11.00 

| AXIS BANK 13.73 6 1.03 13 54.42 12 59.87 16 11.75 

HDFC BANK | 13.60 7 0.67 11 47.60 15 6474 15 12.00 

BANK OF RAJASTHAN 11.87 15 0.65 10 47.01 16 69.38 13 13.50 
MEE anciana EET S SA ДИНА: (ИННА, BE ГАО 00 о 





Foreign Banks 
аге раен ISIN ье аа LI шшс EXPE RARE OL. RR VO tre 98s BRO па ? Fo 3 


1 SHINHAN BANK 62.62 3 0.45 8 44.35 13 100.00 


^u m ufa 


Ado v4 a* КЛ ОЧ ——— $ 


1 6.25 

| BANKOFTOKYO-MITSUBISHI UF J 26.87 10 0.83 10 6592 з 9953 4 6.75 
STATE BANK OF MAURITIUS 41.13 7 0.24 5 4704 10 9877 5 6.75 

© МАЗНАЕОВАМКР$ С 181.63 1 0.00 1 — 3486 18 9606 9 7.25 
__ ANTWERP DIAMOND BANK N V 4191 6 2.40 22 6068 4 100.00 1 8.25 
| BANK OF BAHRAIN & KUWAITBSC 24.56 12 0.28 6 5503 8 9832 7 8.25 
-— MIZUHO CORPORATE BANK 27.80 9 0.88 11 6988 1 7900 16 9.25 
8 — ABUDHABICOMMERCIAL BANK 55.73 5 0.28 6 2807 19 9614 8 950 
J — «RUNG THAI BANK PUBLIC CO. (oh co ud 0.00 1 6.99 24 9448 11 9.50 
| BARCLAYS BANK PLC. 21.11 14 0.11 3 5906 5 7744 18 10.00 
BANK OF NOVA SCOTIA 20.15 15 345 28 6772 2 9438 12 13.00 

_ BANK OF CEYLON 55.97 4 0.13 4 2562 21 5263 25 1350 
| ABN-AMROBANKN.V 12.92 18 5.96 25 5566 7 9840 6 1400 
OMAN INTERNATIONAL BANK 25.13 11 2.37 20 0.63 25 100.00 1 1425 
CITIBANKNA 12.00 20 1.26 17 4575 11 — 9532 10 1450 
BNPPARIBAS 11.79 21 2.03 18 4971 9 9382 13 15225 
STANDARD CHARTERED BANK 10.59 22 1.18 13 4541 12 92.68 14 1525 
BANK OF AMERICA NATIONAL TRUST 12.14 19 0.48 9 4251 14 68.99 20 1550 

| | DEUTSCHE BANK AG | 13.58 17 1.18 13 36.26 7 91.98 15 1550 
і INGWSYABANK 10.20 24 1.22 16 57% 6 7758 17 1575 
| HONGKONG & SHANGHAI BANKING СОРМ. — 1059 22 1.08 12 3944 16 7552 19 172% 
7 JP MORGAN CHASE BANK 1772 16 1.21 15 1308 22 6214 21 1850 
| DBSBANK 21.25 13 2.38 21 2602 20 — 6144 22 19.00 

| SOCIETE GENERALE 28.00 8 3.65 24 1222 23 5995 23 1950 
5 | CAYON BANK 970 25 2.12 19 3969 15 5378 24 2075 
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BANKING. JJ] Union Ban 


of India 
2007-08 PERFORMANCE SNAPSHOT 


Union Bank of India: Union Bank of India has performed well in NPA management. Its 
Net NPA to Net advances ratio shrank to 0.17% as on March 31, 2008 from 0.96% 
last fiscal. In absolute terms, the bank’s Net NPA came down te 


ASS ET QUALITY Rs 126 cr from Rs 601 cr during the said perioc. 













NNPAs, RANK RANK RANK CH.IN RANK GROUP 
TA (%) % NPAs (95) AVERAGE 
Public Sector Banks 

| CORPORATION BANK | 0.19 5 0.32 5 24.79 4 -10.57 "o OUS: 5.00 

i ME BANK OF INDIA 0.33 10 0.52 9 23.37 1 -27.10 3 5.75 
STATE BANK OF HYDERABAD 0.09 1 0.16 1 26.01 11 -7.06 11 6.00 
UNION BANK OF INDIA 0.10 3 0.17 3 21.20 20 -78.78 1 6.75 

| BANK OF BARODA 0.27. $ 0.46 8 24.43 3 -1.62 15 8.25 

| STATE BANK OF PATIALA 0.37 12 0.60 11 24.34 2 -8.98 8 8.25 
’ ANDHRABANK 0.09 1 0.16 1 26.31 15 13.65 19 9.00 
| PUNJAB & SIND BANK 0.22 6 0.37 6 27.38 21 -13.07 5 9.50 
STATE BANK OF MYSORE 0.27 7 0.43 7 2541 — 7 19.38 20 10.25 
STATE BANK OF INDORE 0.46 14 | 0.73 14 26.24 13 -16.06 4 11.25 

1 INDIAN BANK 0.14 4 0.24 4 31.08 26 -4.46 13 11.75 
i STATE BANK OF BIKANER & JAIPUR 0.51 17 0.83 16 25.44 8 -6.15 12 13.25 
| | BANK OF MAHARASHTRA 0.53 18 0.87 18 25.50 9 -8.41 9 13.50 
О DENABANK 0.56 19 0.94 19 26.60 17 -40.95 2 1425 

5 ALLAHABAD BANK 0.48 15 0.80 15 28.21 24 9.17 7. 1525 
| PUNJAB NATIONAL BANK 0.38 13 0.63 13 27.12 | 19 3.88 17 15.50 
VIJAYA BANK 0.32 9 | 0.57 10 29.58 25 26.15 22 16.50 

8 | INDIAN OVERSEAS BANK | 0.36 11. 0.60 11 27.95 23 4087 23 17.00 
уг: САМАВА ВАМК 0.50 16 0.84 17 27.57 22 -3.01 14 17.25 

2 STATE BANK OF TRAVANCORE 0.61 23 0.95 20 25.74 10 0.03 16 17.25 ү 

| CENTRAL BANK OF INDIA 0.85 25 1.45 25 25.27 6 20.73 21. 19.25 
i IDBI BANK 0.83 24 1.32 24 25.10 5 50.00 25 19.50 
UNITED BANK OF INDIA 0.56 19 1.10 23 34.09 27 -8.11 10 19.75 
SYNDICATE BANK 0.58 21 0.97 21 26.21 12 59.26 26 20.00 

d ORIENTAL BANK OF COMMERCE 0.59 22 0.99 22 26.40 16 149.65 27 21.75 
6 — STATE BANK OF INDIA | 0828 1.78 26 2624 13 41221 24 2225 
? UCO BANK 1.22 27 1.98 27 27.01 18 8.57 18 22.50 





< (nns жесе В uda ART TORRE ыш PORC аыр OD 08 ЗМ ада беты лер} , | 


Private Banks 


| | SOUTH INDIAN BANK |. 020 4 0.32 4 275 6 — 563 1 375 

© KARUR VYSYA BANK 0.12 2 0.18 2 2418 2 8.27 10 400 

YES BANK 0.05 1 0.09 1 2999 11 NA 4:33 
"FEDERAL BANK 0.13 3 0.23 3 3075 12 -33.59 b. 575 

| ТАМІМАО MERCANTILE BANK 0.23 7 0.38 5 2881 9 -49% ES &% 
6 DHANALAKSHMI BANK 046 10 0.88 10 2665 4 4243 37 (5 875. 
L3... DEVELOPMENT CREDIT BANK 0.36 9 0.66 9 2811 8 -3815 4 ^ 750 
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f LAKSHMI VILAS BANK 


Lakshmi Vilas Bank: Lakshmi Vilas Bank sought to streamline its IT 
infrastructure and therefore implemented a unified communications solution based on 
Microsoft Office Communications Server 2007 and Microsoft Exchange Server 2007. The 


ASS ET QUALITY new solution has not only cut communication costs and improved services but has also 


resulted in gains in collaboration, manageability, and performance. 
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RANK $/ RANK NNPAs/ / CH.IN RANK GROUP 





200/-08 ү МА (%) % NPAs (%) AVERAGE 
Private Banks 
AXISBANK 0.23 7 0.42 6 3075 2 47 7 800 
BANK OF RAJASTHAN 020 4 042 6 2993 10 — 12604 $5 875 
CITY UNION BANK 0.80 12 0.98 11 23.38 1 2265 i 875 
JAMMU & KASHMIR BANK 082 13 1.08 13 2674 5 5.16 9 1000 
LAKSHMIVILAS BANK 0.91 15 1.54 14 . 2589 з Ad 8 1000 
KARNATAKA BANK 0.55 T 0.98 11 3081 4 824 6 1050 
HDFCBANK 0.22 6 0.47 8 3671 16 4718 13 1075 
ICICI BANK 087 14 1.55 5 2783 7 1522 14 1250 
KOTAK MAHINDRA BANK | 0.98 16 178 16 32.29 15 27.38 12 14.75 
pain alas iin M ES NINE DR a RIDE AR „з m I 9. н 
Foreign Banks 
| SHINHANBANK 0.00 0.00 1 16,62 NA 1.00 
KRUNG THAI BANK PUBLIC CO. 0.00 0.00 1 1764 4 МА 2.00 
| STATE BANK OF MAURITIUS 0.00 0.00 Ü aan 6 NA 2.67 
MIZUHO CORPORATE BANK 0.00 0.00 1 2015 7 NA 3.00 
| ANTWERP DIAMOND BANK N V 000 1 00 1 21275 8 NA 333 
MASHREQBANKP S C 000 0.00 1 2230 T NA 433 
BANK OF NOVA SCOTIA 0.00 0.00 1 2333 12 NA 487 
ABU DHABI COMMERCIAL BANK 0.00 0.00 1 2799 16 -100.00 AC 
CALYON BANK 0.00 0.00 1 3199 17 NA 6.33 
_ BANKOFAMERICA NATIONAL TRUST 0.00 0.00 1 5 19 NA 7.00 
| BNPPARIBAS 0.00 0.00 1 3546 20 NA 733 
7 OMAN INTERNATIONAL BANK 0.00 0.00 1 3993 21 NA 767 
BANK OF TOKYO-MITSUBISHI UF J 0.03 15 0.05 4 1682 2 000 5 900 
SOCETE GENERALE 000. 000 б 7995 25 NA 9.00 
"STANDARD CHARTERED BANK 0.47 21 1.04 21 1741 3 2003 3 1200 
|| BANK OF CEYLON 103 25 4.01 5 1833 5 1910 2 14.25 
- ING WSYABANK 040 20 0.70 19 2464 4 34 4 1425 
} НОМС KONG & SHANGHAI BANKING CORPN. — 023 17 0.58 8 2541 $ 71 8 1450 
© BARCLAYS BANK PLC. 0.25 18 0.42 т — 20 10 NA 15.00 
CITIBANKNA 0.56 23 123 2 21.99 9 4037 7 1525 
DEUTSCHE BANK A G 0.08 6 — 0.22 6 — 4116 22 4683.33 11 1625 
| ABN-AMRO BANK NV. 0.47 21 0.85 20 3216 18 71711 9 1700 
DBSBANK 0.01 14 0.05 4 4966 23 NA 17.00 
BANK OF BAHRAIN & KUWAIT BSC 083 24 1.51 28 2419 13 2020.00 10 1750 
JP MORGAN CHASE BANK 028 19 2.12 24 7583 д 2894 6 1825 


48 | October 2008 | | Chartered Financial Analy: 


*Conditions apply. 


Invest Rs.90. 


GET PEACE OF MIND FOR ONE YEAR 





Oriental Nagarik Suraksha Policy 





Accident can shatter your lives. Face it with О Oriental 
} : 


Oriental Nagarik Suraksha policy which gives you a 
IAS UAL 
_ „| 


a 


coverage of up to Rs. 1 lac for just Rs.90 per annum. 


Ideal for the citizens of age group 5-70 years. 
Prithvi, Agni, Jal, Aakash. Asb ki suraksha hamare pass. 
www.orientalinsurance.nic.in 


Insurance is the subject matter of solicitation 


CONCEPT 








(<) IDBI BANK 


IDBI Bank: IDBI bagged two special IT awards for "Best Payment Initiative" and 
"Outstanding Achiever of the Year" from Indian Bank's Association (IBA) 
for the year 2007, in recognition of its customer-centric IT initiatives. 


2007-88 PERFORMANCE SNAPSHOT 


MANAGEMENT 






PPE RANK BPE RONW GROUP 

















(RS. LAKHS) (RS. LAKHS) % AVERAGE 
Public Sector Banks 
С BANK OF INDIA 7584 5 itis oo RE | 
P UNION BANK OF INDIA 71.59 12 0.05 4 6.99 6 2166 5 6.75 
| IDBI BANK 112.62 1 0.08 1 1809 1 7.83 25 7.00 
© INDIAN OVERSEAS BANK 71.66 11 0.05 4 5.83 15 4018 1 7.75 
_ STATEBANK OF PATIALA 74.94 6 0.04 3 7.60 4 1554 16 8.75 
- CORPORATION BANK | 70.70 14 0.07 2 8.39 3... 150 17 9.00 
STATE BANK OF INDORE 73.79 8 0.04 9 6.04 11-800 9 9.25 
ALLAHABAD BANK 69.43 19 0.05 4 6.04 11 — 2005 8 1050 
| STATE BANK OF HYDERABAD 7154 13 0.04 9 5.99 13 2014 7 1050 
| STATE BANK OF TRAVANCORE 79.59 2 0.03 19 5.59 17 212000 4 1050 
STATE BANK OF MYSORE 76.57 4 0.03 19 4.95 21. 2442 By 11% 
ORIENTAL BANK OF COMMERCE 70.08 17 0.06 3 9.24 2 7.08 26 1200 
BANK OF BARODA 70.18 15 0.04 9 7.10 5 1450 20 1225 
PUNJAB & SIND BANK 73.87 7 0.04 9 4.67 22 OR 12 1250 
ANDHRA BANK 69.26 20 0.04 9 6.27 8 1796 14 12% 
“15 STATE BANK OF INDIA 77.55 3 0.04 3 496 ^. 24 ЛЕВ в 129 
7 PUNJAB NATIONAL BANK 71.79 10 0.04 9 5.05 20 1800 13 1300 
_ САМАВАВАМК 69.60 18 0.04 9 6.09 10 15.00 № 430 
_ SYNDICATE BANK 67.30 23 0.03 19 5.86 14 2142 6 1550 
STATE BANK OFBIKANER & JAIPUR 73.52 9 0.03 19 445 25 1834 11 1600 
|| BANK OF MAHARASHTRA 7013 16 0.02 24 5.16 19 1850 10 1725 
| DENABANK 67 83 22 0.04 9 5.59 17 LM ES 1735 
| MUAYABANK 66.09 25 0.03 19 6.13 9 1460 19 1800 
|| INDIAN BANK 85.26 26 0.05 4 0.05 7 Е 1928 21 1950 
ИСО ВАМК 58.93 21 0.02 24 5.80 16 11.43 NE 2075 
"CENTRAL BANK OFINDIA 66.17 24 0.2 . 24 4.01 26 1024 24 2450 
| UNTEDBANKOFINDIA = ми әй 00 24 4.63 23 3.72 2 2525 
Private Banks 
KARUR VYSYA BANK 75.07 3 0.06 3 6.04 4 1847 4 3.50 
YES BANK 71.05 5 0.06 3 6.83 з 1897 3 3.50 
ICICI BANK 323 2 0.10 1 1008 2 мм 12 425 
AXIS BANK 68.09 10 0.08 B 1 1 17.11 8 5.25 
CITY UNION BANK 70.62 6 0.05 5 4.21 12 — 2181 6.00 
TAMILNAD MERCANTILE BANK |. 6851 7 0.05 5 5.42 8 1567 AERE Val 
JANIMUS.KASHMIRBANK = 6604 12 0.05 5 5.96 6. "182 7 7.50 
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HDFC Bank: HDFC Bank in one of the biggest M&As in the history of tht 
Indian banking industry acquired Centurion Bank of Punjab in May this year. The acquisitior 
adds significant value to HDFC Bank in terms of increased branch network, geographic 


| М АМАС i M k NT reach, and customer base, and a bigger pool of skilled manpower 


TA/TD (%) RANK PPE RANK BPE GROUP 








(RS. LAKHS) (RS. LAKHS) % AVERAGE 











Private Banks 
KARNATAKA BANK 6372 в MEUM ^ зв т 1846 5 750 
HDFCBANK 6294 — 14 005 5 506 10 — 1773 6 az 
SOUTH INDIAN BANK 68.97 8 003 1? 600 5 1557 100 875 
FEDERAL BANK 7295 4 005 5 0% 5 988 M 950 
L2... KOTAK MAHINDRA BANK 94.69 0.04 ЖИ? 14 1114 3 975 
\ М | DHANALAKSHMIBANK 585 15 002 4 409 13 2032 2 11.00 
| BANK OF RAJASTHAN 5368 16 003 2 519 9 1541 11 1200 
| LAKSHMI VILAS BANK 6868 — 9 ой ЧИ TT" 16 1275 
© DEVELOPMENT CREDIT BANK 6698 — 11 0.00 СУ 5/6 = S 15 1450 


| CALYON BANK 159.70 22.49 


4 0.97 3 5 1514 5 4.25 
P. BANKOFNOVA SCOTIA 127.14 6 0.50 8 3082.88 12.98 8 5.75 
L^ BANKOFTOKYO-MITSUBISHI UF J 173.88 3 0.60 B 2613 3 9.38 12 5.75 
! ANTWERP DIAMOND BANK N V 597.83 0.54 6 2619 2 6.13 16 6.25 
© | BANKOFAMERICANATIONALTRUST | 82.38 14 1.02 2 2484 4 1455 6 6.50 
. BNPPARIBAS | 116.55 TENUES 10 1950 6 1299 p b 
CITIBANKNA 83.20 13 0.38 9 1764 8 '2123 2 8.00 
| JPMORGAN CHASE BANK 31.97 22 1.54 1 1439 14 1519 4 1025 
| | 9 MIZUHO CORPORATE BANK 191.57 2 0.25 15 1590 11 5.46 19 1175 
, © SHINHAN BANK 93.44 10 0.35. BS 17.10 9 5.88 7 1175 
© STANDARD CHARTERED BANK 90.25 11 0.20 16 8.27 19 2405 E 175 
MASHREQBANK P S C 130.31 5 0.54 6 2.26 25 871 13 1225 
^ DEUTSCHE BANK AG 65.14 18 0.28 13 1617 10 — 1240 10 1275 
ABU DHABI COMMERCIAL BANK 39.19 21 0.78 E gm 7 |l 24 1400 
ABN-AMRO BANK N.V. | quz 9 0.08 23 1070 16 1293 9. м5 
_ HONG KONG & SHANGHAI BANKING CORPN. 70.26 17 0.17 20 1012 17 1601 3 14% 
SOCIETE GENERALE ane 2422-1229 0.34 129 1459 13 8.30 14 15.50 
STATE BANK OF MAURITIUS 86.31 12 0.17 20 1491 12 3.24 21 1625 
DBSBANK 46.40 20 0.28 о sir 15 5.86 18 16.50 
ING VYSYA BANK 7147 15 0.03 24 5.47 22 — 1175 11 — 1800 
BARCLAYS BANK PLC. 110.63 8 0.01 25 9.42 18 0.05 22 1825 
BANK OF BAHRAIN & KUWAIT BSC 70.90 16 0.20 16 7.18 21 -2.03 28 1900 
| BANK OF CEYLON 55.87 9 MEMO 22 4.83 24 6.40 15 2000 
4 | KRUNG THAI BANK PUBLIC CO. 11.05 24 0.18 19 8.13 20 4.51 20 2075 
|| OMAN INTERNATIONAL BANK 0.83 25 0.20 16. 4.85 23 -1619.68 25 2225 
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И Indian Bank 


Indian Bank: Indian Bank’s total Global Business (Deposits plus Advances) crossed 
Rs 1 lakh cr mark on March 31, 2008. It posted a net profit of Rs 10,431.20 mn 


EARNI NGS QU ALITY for the said fiscal. 


PAT RANK PAT RANK WWF RANK ‚| МИЛЕ RANK | GROUP 
GROWTH ММ (%) RANK ЈАА (%) (%) (%) АМЕВАСЕ 
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—————M——————— = al errur  — 


7497 3 3.61 





PUNJAB & SIND BANK Pu МУ, о 3 
UNION BANK CF INDIA 234 3 и 3n 7 856 4 098 1 539 
INDIAN OVERSEAS BANK 246 27019211107 335 ИИ 97 ООН 617 
INDIAN BANK 270 1 а 370 1 159 1 83 в 14 ШЕ 783 
PUNJAB NATIONAL BANK 25 5 17298080508 351 ЗЕБ 801 16% № 867 
ANDHRA BANK PAST ТА: 14 311 та &e 304905 ГЕ € 
ALLAHABAD BANK 200 10 29.94 11 267 18 420 4 8.48 5 115 14 9,83 
BANK OF INDIA 231 4 7890 1 306 9 195 5 MA о Л m6 
CORPORATION BANK | 220. 8^; 37.00. 7 304 10 123 6 7.95 18 | 128 - № 083 
DENA BANK 200 9 7850 2 203. H та 77 17 1 2 101900 
BANK OF MAHARASHTRA 154 20 2080 15 324 5 075 21 809 15 064 1 12.83 
STATEBANKOFINDA — 196 11 4818 5 312 6 QN 732 26 130 19 13.00 
- STATE BANK OF MYSORE 192 13 2785 12 288 14 106 10 845 7 1.43 25 13.50 
STATE BANK OF INDORE 170 1777910 15 242 18 XE 637 9 № 14.83 
SYNDICATE BANK 152 21 1844 18 245 17 086 18 817 13 092 4 15.17 
BANK OF BARODA 196 11 3985 6 291 ВВ 7.63 24 132 23 15.33 
STATE BANK OF TRAVANCORE - 481 18 1834 19 259 16 0.94 14 779 22 099 8 16.17 
STATE BANK OF BIKANER & JAIPUR 1.83 14 3.01 26 290 13 083 19 846 6 131 21 16.50 
-. ЈСО BANK 120 25 30.39 10 210 25 050 26 816 14 097 6 17.67 
_ CANARABANK 173 16 10.15 24 235 22 090 15 831 11 1.30 19 1783 
STATE BANK OF HYDERABAD 178 15 1019 23 237 и 792 19 п 47.83 
VIJAYA BANK 139 23 904 25 219 з TO 835 10 092 4 1783 
CENTRAL BANK OF INDIA 1.26 24 1047 22 242 18 6 Ж 792 19 078 3 18.50 
ORIENTAL BANK OF COMMERCE 148 22 -39.18 27 236 21 043 27 828 12 074 2 1850 
STATE BANK OF PATIALA 158 19 1288 21 194 26 078 20 780 21 105 11 19.67 
М UNITED BANK OF INDIA 099 27 1933 16 218 24 0.66 23 754 25 099 8 20.50 
-- IDBI BANK | 119 26 1573 20 0.65 27 0.62 24 718 27 146 26 25.00 

Private Banks 

CITY UNION BANK С 285 3 41.67 8 376 4 а 943 41 0 № 463 
КОТАК МАНМОВА ВАМК 251 6 10792 3 5.97 1 122- ^6 948 3 КА _ 5:33 
TAMILNAD MERCANTILE BANK 279 4 1981 15 386 ЗМ 964 о 617 
HDFC BANK 313 12 | 554 2 Т 842 11 190 12 650 
KARUR VYSYA BANK 241 7 Pane а 323 о 888 В 717 
FEDERAL BANK 280 2 2573 14 Br TIME 915 5.14 .9. 28 
YES BANK 235 8 11195 2 282 м 144 4 100 т Е ae 
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| conduct all my x B E LOS Now I pay 
financial inier ш i. T all my bills 
and pay taxes online ' ! online 


x I сап now dd in рк fi г | ‘5 
shares from the | TY 


comfort of my home | ! | * e "аА a | Y 
| i | E» ® 1 сап сай ту | 
pension credits 


online 


Now mama and papa 
spend more time with us 


х 





With Bank of India's hi-tech services, 
life for everyone has become easy. 


, STAR CONNECT : Bank from anywhere anytime • Online fund transfer, account information 
and Remittances from abroad * E-corporate for all transactions including Trade Finance 
CORE BANKING SOLUTION : Over 1700 locations inter connected for all banking transactions 
MULTI-CITY CHEQUE BOOK : Cheque drawn on one branch is payable at par at all the 
connected centre ВОТ © PAY: For e-payment of direct & indirect Taxes / Utility bills / DGFT 
STAR SHARE © TRADE: Fast, hassle-free online trading in shares ONLINE BOOKING : For 
Railway and Indian Airlines Tickets ATM NETWORK : Over 32000 owned and shared ATM network 
providing round the clock service MOBILE BANKING" 





я @ Bank of ПЕ Relationships beyond banking. 


j- 
*Query - based 


Visit us at www.bankofindia.co.in 


SMS "ВОІ <city>" to 57575 e.g. "ВОІ Митра!" Сай: 022 4091 9191. 
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South Indian Bank: South Indian Bank recently won a special award for excellence in Banking 
Technology from IDRBT (Institute for Development and Research in Banking Technology) 


| —the technical arm of the Reserve Bank of India. It competed against top level banks 
EARNINGS QUALI i Y in India across all categories such as Public Sector Banks, Private Sector Banks, 
Foreign Banks and Co-operative Banks. 


OP/ RANK РАТ RANK PAT RANK WWF RANK МИЛЕ RANK GROUP 






AWE (%) Т) ММ (%) ВАМ 


Private Banks - 


SIRS STEREO ат eia I EN TP PANEETHETUM VC в стаз. 1. OA AT Ето. катке лари Oe 


IAA (%) (%) (%) AVERAGE 





аза ПОРО Mt 

















| KARNATAKA BANK 221 О 3008 299 11 014 № во 7 СУЯ 033 
SOUTH INDIAN BANK 180 12774582 78 - 299 11 00 12 870 9 005 Я 50 
DHANALAKSHMI BANK 119 161217831 № 357 5000 М 8552 10 В 56 
JAMMU & KASHMIR EANK 223 о — 311 о 9 ве 12 DOREM эо 

| AXISBANK 257 51 зо o 9 aos 16И ОШ эз 

| DEVELOPMENT CREDIT BANK Do 49 420081 34 67 00 415 . 694 6 мо 08 
LAKSHMI VILAS BANK X 145 14 444 7 NA Q41..46.-. 817 18 GE 100 
BANK OF RAJASTHAN 134 15 419 16 292 13 083 13 826 14 100 4 1250 










ICICI BANK 244 ^ 33.68 260 15 112. `1] 829 13.7207 м 1060 


УР • 1x7 TR We ча 


Foreign Banks 











EET EST LS Unus Q^ ovt mt RACES Е РР ИШЛЕНЕ Т... 





DU «BU DHABI COMMERCIAL BANK 55 7 14885 1 664 6 422 3 885 5 400 18 667 
_ BANKOFTOKYO-MITSUBISHIUF J 557 6 6604 11 545 10 28 в 80 9 160 8 867 
| JP MORGAN CHASE BANK 956 2 19327 2 401 15 347 5 80 т 727 22 ваз 
СТВАМКМА 486 10 10047 5 13983 1 240 10 740 16 304 15 950 

T | SHNHANBANK ? 40 14 107 3 м 219 13 752 14 087 4 960 
- BANKOFAMERICANATIONAL TRUST — 788 4 5610 12 630 7 42 2 722 18 500 20 1050 
| MASHREQBANKPSC - | 1098 1 -1198 19 936 4 800 1 768 13 937 25 1050 
BANK OF CEYLON tg s 49 мы 7. им 23 2399 9 622 2 19 № 1083 
.— STANDARD CHARTERED BANK | 541 8 2506 17 624 в 258 9 895 4 413 19 1083 
| © KEUNG THAI BANK PUBLIC CO. 347 15 3016 15 1681 2 180 17 742 15 081 3 11.17 
[BANK OFBAHRAIN & KUWAIT SC 242 20 462 13 407 4 вт 6 218 14 1140 
CALYON BANK 840 3 4108 19 222 21 322 7 910 2 750 23 1150 
MIZUHO CORPORATE BANK 578 5 6931 10 NA NA 190 14 713 20 187 10 1180 

2 BS BANK 171 22 1225 20 524 и 086 22 909 3 048 1 1317 
DEUTSCHEBANKAG = ат м 7694 8 м 182 15 785 11 552 21 1320 
BNPPARBAS — gea be M18. 10. 40853 ^4.- AS 14 222-9)... 699 205,988. 12^. 1938 
HONGKONG & SHANGHAI BANKING CORPN. — 423 13 410 14 — 685 5 182 15 718 19 305 16 1367 
ABNAMROBAKNV — — —  — 285 19 2716 л — 551 9 08 22 846 8 179 9 1467 
OMANINTERNATONALBANK 409 25 Р 252 19 8330 6 593 25 027 2 1540 

| SOCETEGENERAE — — —  Á— 123 м 8198 6 239 20 134 20 732 17 140 7 1567 
>) ING WSYABANK 145 28 7650 9 266 18 070 24 791 10 197 12 1600 
| ANTWERP DIAMOND BANK NV 290 16 192 18 299 17. 152 19 618 29 М7 5 1633 
STATE BANK OF MAURITIUS 220 21 350 22 400 16 106 2 773 12 149 6 1633 
BARCLAYS BANK PLC. 285 18 9325 23 500 12 008 25 1012 1 921 24 1717 

"BANK OF NOVASCOTIA 290 16 3351 16 184 22 177 18 604 24 194 11 1783 
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KSF corporation Bank 


Corporation Bank: Corporation Bank's Board of Directors have given in-principle 
approval for raising of Tier | Bond/Perpetual Bonds to the extent of Rs 600 cr 
and upper Tier-Il Bond to the extent of Rs 1,000 cr. These are in additionto 


LI Q U à D ITY raising of Lower Tier-II Bond to the tune of Rs 1 ,200 cr. 


АТО RANK LATA RANK | G-SEC/TA RANK AS/TA RANK | GROUP 
(7) (%) (%) (%) (^6) AVERAGE 


2007-08 PERFORMANCE SNAPSHOT 






Public Sector Banks - 


17.49 9 14.81 4 19.08 26 0.64 1 74 








ИЛС „ково — 2737 1 
119. STATE BANK OF PATIALA 21122 2 16,62 6 158 6 2308 13 оз 14 82 
2 INDIANBANK 17322 5 ОЛА КОО. 1163 17 0 1 08 2 90 
CENTRAL BANK OF INDIA ma т МИ 138 05 2234800 2. 09  * 1 
(5 STATE BANK OF HYDERABAD 15587 11 18.43 ИШИ 1499. 3 В от 25) 00 
i | STATE BANK OF BIKANER & JAIPUR 15579 12 1579 1 1% . 8 2% . 10 017 20 MM 
STATE BANK OF INDIA 11387 26 2079 Те | Ok 03 7 12.00 
VUAYABANK 15064 16 15.15 9 1299 9 2430 з 010 2€ MB 
ANDHRA BANK TEE. 49 124438550 482 В во 08 И 
INDIAN OVERSEAS BANK 1376 . 19 . 1470. ..13.. 1217 15. 2588 о 022 16 13.00 
UNITED BANK OF INDIA 13604 — 20 +1480 129 1280 11 2346 10 024 13 1920 
ORIENTAL BANK OF COMMERCE 16060 т 150 10 1289 10 2270 № 020 17 1360 
SYNDICATE BANK | 13311 21 КИ 1328 т 9 014 22 1400 
| BANK OF INDIA 166.93. в КИК ШИ тз 16 «Ses, ол 5 1420 
CORPORATION BANK 101.14 27 1947 E 5 1 Я o7 о 9 
CANARA BANK 15542 13 1334 21 11.38 20 2370 т 029 12 1460 
PUNJAB & SIND BANK 17165 6 13 16 £1151 19 2394 6 00 27 1480 
DENA BANK 1416. 14 145 1 124 74 ох м 10 100 
STATE BANK OF TRAVANCORE 1007 3 . 1224 ° 25 981 27 2390 4 020 17 1520 
. [B0 UCOBANK 10880 9 1223 26 108 22 2252 16 0.34 8 1820 
¥ 1 PUNJAB NATIONAL BANK 52914 22 1 80 1154 16 № 04 6 1560 
| | STATE BANK OF MYSORE 13838 18 1265 24 1051 25 2361 8 033 9 1680 
| BANK OF MAHARASHTRA 11957 23 145 14 1263 12 2197 19 020 17 1700 
24 1081 BANK 1738 4 17.66 A 05 2 18 2 on 26 Ж 
ALLAHABAD BANK 15119 15 204228 21) 1054 24 Cee оз 3 1820 
UNION BANK OF INDIA 15721. 54 2 15449 0-32. Нм’ А тп 001-10 UM 
| STATE BANK OF INDORE 11476 25 1277 23 1078 23 23.96 5 007 25 2020 

Private Banks 

|) DEVELOPMENT CREDIT BANK "499.22 6 2082 E 145 з "2B о2в 3 460 
BANK OF RAJASTHAN 18952 8 2214 ПШ 14909 2 18 оз 1 540 
12. DHANALAKSHMI BANK 1522 71 м 2 199 1 2288 6 002 11 540 
4 LAKSHMIVILAS BANK 16280 10 162 11 13.92 8 2376 3 021 4 720 
5 icici BANK 22939 з 2317 © мз 7 № № o0 12 EN 
А 6 JAMMU &KASHMIR BANK 11424 11 17.16 pi 4agg .4 248 9 0 7 780 
6 YESBANK 237.61 2 17.58 15:7 3874 9 2118 9 00 1 7a 
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LIQUIDITY 


RANK 
2007-0: 








KARNATAKA BANK 21552 5 1418 12 1246 
HDFCBANK 6594 — 16 190 6 1445 
KOTAK MAHINDRA BANK 10393 12 1995 5 1157 
SOUTH INDIAN BANK 24033 — 1 1256 14 11.14 
FEDERALBANK | 2806 4 1289 13 1024 
CITY UNION BANK 18914 — 9 1634 10 1429 
ТАМИМАО MERCANTILE BANK 10080 — 13 1243 15 1050 
AXSBANK — 7468 15 1708 9 1365 
KARUR VYSYA BANK 9833 — 14 — 1200 — 16 10% 

Foreign Banks 
OMAN INTERNATIONAL BANK 49473 2 6 7 5275 
ABU DHABI COMMERCIAL BANK 36933 6 5957 10 4266 
BANK OF CEYLON ммм 8 12164 3 557 
MASHREQBANKP SC 18052 17 15609 2 4175 
DBSBANK 144127 1 45 14 242 
| KRUNG THAI BANK PUBLIC CO. 30039 9 11854 4 7500 
CALYON BANK sme Св 2737 
ANTWERP DIAMOND BANK NV 20398 12 17242 1 1750 
| STATEBANKOFMAURITIUS = 45518 5 4785 12 2608 
| HONG KONG & SHANGHAI BANKING CORPN, 19402 15 5958 — 9 — 3344 
© SHINHAN BANK 2191 13 8166 6 3876 
STANDARD CHARTERED BANK 2943 11 680 8 3452 
| CITIBANKNA 1051 16, 5680 М 31.12 
| © BARCLAYS BANK PLC. 1082 — з 3310 17 177 
DEUTSCHE BANK A б 5927 24 3859 16 2148 
| BANK OFAMERICA NATIONAL TRUST 682 — 22 4211 15 2173 
_ BANKOF BAHRAIN & KUWAIT BSC 10749 14 2310 — 21 1793 
SOCIETE GENERALE 23306 10 1569 25 679 
BNPPARIBAS 74 / 21 3235 18 1380 
BANK OF NOVA SCOTIA 36647 7 14627 24 зев 
JP MORGAN CHASE BANK 6303 — 23 2648 19 1083 
BANK OF TOKYO-MITSUBISHI UF J 9279 19 4415 13° 1674 
| ABN-AMRO BANK МУ 8035 — 20 2216 22 1144 
| INGVYSYA BANK 12607 18 2048 23 16.43 
MIZUHO CORPORATE BANK 5158 25 241 20 887 
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ба) FEDERAL BANK 


Federal Bank: During the fiscal year 2007-08, the Bank successfully completed its Rights 
Issue of 8,56,58,955 new equity shares of Rs 10 each at a premium of Rs 240 per share on 
rights basis from the existing equity shareholders in the ratio 1 equity share for every 1 
equity share held as on the record date. The issue was subscribed fully and, as a result, the 
Bank was able to enhance the net worth by Rs 2,135.74 cr. 








LA/TA 
(%) 


RANK  G-SEC/TA 


3 
4 
2 


(%) 


39.93 
26.91 

9.65 
21.42 
30.51 
16.66 
17.20 
21.75 
19.53 
19.19 
16.62 
16.14 
20.97 
1711 
37.86 
24.45 
23.79 
47.93 
33.26 
22.02 
47.12 
16.74 
31.65 
19.12 
15.92 


RANK 


g E EE pt emu ee C Ае rai 


AS/TA 


0.06 8 820 
000 12 840 
000 12 840 
0.16 5 880 
003 10 900 
0.05 9 960 
033 2 1040 
000 12 1240 
015 6 1260 
0.00 6 420 
0.39 3 82 
872 1 780 
0.88 2 780 
0.00 6 800 
0.00 6 820 
0.00 6 8.60 
0.00 6 960 
0.00 6 980 
0.01 5 1060 
0.00 6 10.60 
0.00 6 1100 
0.00 6 1120 
0.00 6 1220 
0.00 6 1280 
0.00 6 13.00 
000 6 1320 
0.00 6 1340 
0.00 6 1400 
0.00 6 1440 
0.00 6 1440 
0.08 4 1480 
0.00 6 15.00 
0.00 6 16.60 
0.00 6 19.60 


RANK 


GROUP 
AVERAGE 
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HOUSING FINANCE SCHEME 


| | 
MEDI Ubiquitous Schemes ui. ъ 


ет papoa 


Family Floater MEDICLAIM Policy tO fu | | fi | | YO U [ fi П а П 5 | al Housing Finance / House Mortgage / House Repairs 


needs & to grow your ах 
SUPER FAST 


money safely. d 


EDUCATIONAL LOAN SCHEME C ar Lo an 
Educational Loan Scheme Super Fast Auto Loans Scheme 


An attractive schemes for 





Kundal 


Scheme 










(Small & Medium Size Enterprises) 


TJSB are secured under this Insurance scheme. Loan Scheme For Smal! and Medium Enterprise 


IPUTER LOAN FOR STUDENTS 





Computer Loan For Students Loan For Professionals 


| OWAYAM 3 SIDDHA 










Mahila Bachat Gat Yojana sme for Traveling in India & Abroad 


я. м 


CONSUMER® FINANCE SCHEME 


(Tax Saving Scheme) 


Consumer Finance Scheme Tax Saving Deposits Scheme 


Senior « 
Citizen 


SPECIAL DEPOSIT SCHEME 


Term Deposit 


Special Interest Rate 10.75% Special Interest Rate 10.00% 
(Period 25 to 36 Months) (Period 25 to 36 Months) 





Corporate Office: Madhukar Bhavan, Road No. 16,Wagle Estate, 
Thane 400 604. Tel : 25838500 Fax : 25838499/98 
E-mail: {36 € bom5.vsnl.net.in Website: www.thanejanata.co.in 


Kaligraphic@rediffmail.com 





Ф ANDHRA BANK 


Andhra Bank: Under SARFAESI Act, during the financial year 2007-08, 588 new notices 
were issued involving an amount of Rs 196.47 cr. The Bank recovered 
an amount of Rs 90.30 cr. As on March 31, 2008, a total of 494 secured 


CO M POS ITE RAN К] МС assets worth Rs 145.96 cr (cumulative) were sold. 
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CAPITALADEQUACY ASSET QUALITY MANAGEMENT EARNINGS LIQUIDITY COMPOSITE AVG. 


Public Sector Banks 


PE —o amm es ee ОЧА слов Ал ES ees cw. 





Lompe Р а roa RC 





сєз гё» m Roe hoc ee A В С ин S Do ccm 























| BANKOFINDIA 11.25 5,75 475 10.83 14.20 9.36 
"CORPORATION BANK 13.00 500 9.00 10.83 14.20 10.41 
© UNION BANK OF INDIA 15.25 6.75 6.75 5.33 18.80 10.58 
| ANDHRA BANK 975 9.00 12.75 9.17 12.80 10.69 
| STATE BANK OF PATIALA 9.75 8.25 8.75 19.67 8.20 10.92 
_ BANK OF BARODA 13.50 8.25 12.25 15.33 7.40 11.35 
INDIAN OVERSEAS BANK 13.50 17.00 7.75 6.17 13.00 11.48 

_ STATE BANK OF HYDERABAD 14.00 6.00 1050 ` 17.83 11.00 11.87 
PUNJAB & SINDEANK _ 1850 950 — 12.50 4.67 14.80 11.99 
INDIAN BANK 13.00 11.75 19.50 7.83 9.00 12.22 
STATE BANK OF MYSORE 11.75 10.25 11.50 13.50 16.80 12.76 

> © STATE BANK OF BIKANER & JAIPUR 8.50 13.25 16.00 16.50 11.40 13.13 
PUNJAB NATIONAL BANK 12.25 15.50 13.00 8.67 16.60 13.20 
| STATE BANK OF INDORE 12.00 11.25 9.25 14.83 20.20 13.51 
J ALLAHABAD BANK 14.50 15.25 10.50 9.83 18.20 13.66 
_ STATE BANK OF TRAVANCORE 9,25 17.25 10.50 16.17 15.20 13.67 
CANARA BANK E. 10.75 17.25 13.75 17.83 14.60 14.84 
DENA BANK 15.50 14.25 17.75 12.00 15.00 14.90 

| BANK OF MAHARASHTRA 1475 ^ 13.50 17.25 12.83 17.00 15.07 
ORIENTAL BANK OF COMMERCE 975 21.75 12.00 18.50 13.60 15.12 
| STATE BANK OF INDIA 17.25 22.25 12.75 13.00 12.00 15.45 
SYNDICATE BANK 13.00 20.00 15.50 15.17 14.00 15.53 

| VUAYA BANK 22.25 16.50 18.00 17.83 12.20 17.36 
1081 BANK 18.25 19.50 7.00 25.00 17.40 17.43 
CENTRAL BANK OFINDIA 17.00 19.25 24.50 18.50 9.40 17.73 
UCO BANK 18.00 22.50 20.75 17.67 16.20 19.02 
UNITED BANK OF INDIA 28100 .. 19.75 25.25 20.50 i220 — 19.94 

Private Banks 

KARURVYSYABANK — 5.50 4.00 — 20 ЖООН 12.60 6.55 
YES 3ANK 10.75 4.33 3.50 7.50 7.80 6.78 
CITY UNION BANK 475 8.75 6.00 4.83 9.60 6.79 
TAMILNAD MERCANTILE BANK 4.75 5.75 7.25 6.17 10.40 6.86 
SOUTH INDIAN BANK 4.75 3.75 8.75 8.50 8.80 6.91 
FEDERAL BANK 5.50 5.75 9.50 7.33 9.00 742 
JAMMU & KASHMIR BANK | 715 10.00 7.50 9.00 7.80 8.41 
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BANKING ®DCB 


2007-08 PERFORMANCE SNAPSHOT 


DCB: DCB tops the rankings in terms of PAT Growth amongst private sector banks. 
The Bank’s Net Profits more than quadrupled to reach Rs 38.3 er 
as on March 31, 2008. 


COMPOSITE RANKING 


CAPITALADEQUACY | ASSET QUALITY MANAGEMENT EARNINGS LIQUIDITY COMPOSITE AVG 










_ Private Banks - 


‚ DHANALAKSHMI BANK 11.00 6.75 11.00 8.67 5.40 8.56 


9 | KARNATAKA BANK 9.25 10.50 7.50 8.33 8.20 8.76 

10 KOTAK MAHINDRA BANK 7.50 14.75 975 5.33 8.40 9.15 
11 DEVELOPMENT CREDIT BANK 10.00 7.50 14.50 9.33 4.60 9.19 
T2. HDFCBANK 12.00 10.75 8.75 6.50 8.40 9.28 

i - 13 AXISBANK 11.75 8.00 5.25 9.33 12.40 9.35 
ICICI BANK 10.50 12.50 425 12.50 7.60 947 


L8... LAKSHMIVILAS BANK 6.25 10.00 12.75 11.80 7.20 9,60 







"46 — BANKOF RAJASTHAN 13.50 8.75 12.00 12.50 5.40 10.43 
Foreign Banks 

1 | SHINHAN BANK 6.25 1.00 1175 9.60 108 7.84 

^ _ ABU DHABI COMMERCIAL BANK 9,50 415 14 6.67 6.2 8.22 

г 3 | МАЗНАЕОВАМКРЗС 725 433 1225 10.50 78 843 

__ 1 | ANTWERP DIAMOND BANK МУ 8.25 333 6.25 16.33 9.6 875 

BANK OF TOKYO-MITSUBISHI UF J 6.75 9.00 575 867 148 8.99 

CALYON BANK 20.75 6.33 4.25 11.50 8.6 10.29 

KRUNG THAI BANK PUBLIC CO. 9.50 2.00 20.75 11.17 8.2 10.32 

STATE BANK OF MAURITIUS 6.75 2.67 16.25 16.33 9.8 10.36 

(118. BANKOFAMERICA NATIONAL TRUST 1550 7.00 6.5 1050 13 1050 

, MIZUHO CORPORATE BANK 925 3,00 11.75 11.80 19.6 11.08 

| | BANK OF NOVA SCOTIA 13.00 467 5.75 17.83 144 11.13 

12. BNPPARIBAS 1525 733 75 1333 4 1148 

CITIBANKNA 14.50 15.25 8 9.50 112 11.69 

STANDARD CHARTERED BANK 15.25 12.00 1175 10.83 1 1217 

OMAN INTERNATIONAL BANK 14.25 787 22.25 15.40 42 12.75 

BANK OF CEYLON 13.50 14.25 20 10.83 7.8 1328 

BANK OF BAHRAIN & KUWAIT BSC 8.25 17.50 19 1140 13.2 13.87 

JP MORGAN CHASE BANK 18.50 18.25 10.25 8.83 144 14.05 

HONG KONG & ЗНАМЕНА BANKING CORPN. — 17.25 14.50 14.25 13.67 10.6 14.05 

20 — DEUTSCHE BANKAG | 15.50 16.25 1275 13.20 128 1410 

194... BARCLAYS BANK PLC. 10.00 15.00 18.25 1747 122 1452 

2 SOCIETE GENERALE 19.50 9.00 15.5 15.67 134 1481 

23... DBSBANK 19.00 17.00 16.5 13.17 8 1473 

А | 24 ABN-AMRO BANKN.V. 14.00 17.00 14.25 1467 15 14.98 

25 INGWSYABANK 15.75 14.25 18 16.00 16.6 16.12 
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5 Bank of Baroda 


Bank of Baroda: Bank of Baroda has presented the 100" Annual Report of the Bank with the 
audited Balance Sheet, Profit & Loss Account and the Report on Business and 


ADD ITI 0 М AL | М [) | САТО RS Operations for the year ended March 31, 2008. 


BANK TOTALINCOME | INTERESTINCOME 
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(All figures in Rs. Cr) 






OPERATING 


prinen DEPOSITS 


| 
РАТ | ADVANCES TOTAL ASSETS 
| 





Public Sector Banks 


— чә! an ть. ams tamm c > ыы Ры oye & ^o. bento PRU ee ae =... B „чн ЕЕЕ Еа 


STATE BANKOFINDIA - 





489503 672912 53740395 416768,2 
| PUNJAB NATIONAL BANK 1629149 14265.02 204876 1219701 16645722 119501575 19904876 
CANARA BANK 16509.05 1420074 1565.01 1283336 15407242 10723804 1806%04 
BANK OF BARODA {389218 11813.47 1435.52 10340820 15203413 10670133 17959951 
| BANK OF INDIA 1447214 1235452 2009.4 10883.79 15001198 11347633 17886062 
- IDBI BANK 1002487 821549 72046 8581.06 7299798 8221269 13069439 
CENTRAL BANK OF INDIA 805086 799554 55016 68307 11031966 7209740 12446356 
UNION BANK OF INDIA 1118924 — 044731 1387058 832317 10385865 7434829 12436811 
| SYNDICATE BANK 884673 790631 848.07 699176 951708 640511 10713229 
| INDIANOVERSEAS BANK 904372 7968258 120234 724807 8432559 60423.85 10185975 
ORIENTAL BANK OF COMMERCE 765861 — 683819 35322 606239 778567 5456584 9070533 
UCO BANK 742385 6553.34 41216 560549 79908.95 550819 8979495 
ALLAHABAD BANK 7305.92 6279.67 974.74 5777.44 7161638 4972047 82943.53 
INDIAN BANK 670588 5227.84 100871 4847856 6104595 39838729 705077 
CORPORATION BANK 5321.6 459661 73499 427823 5542442 39185.57 6661608 
STATE BANK OF HYDERABAD 515497 4403415 556.99 411746 5010831 3584876 61619.73 
© STATE BANKOF PATIALA 4815958 431019 413.73 415648 4857055 3640005 59060.06 
| ANDHRABANK 49515 428987 575.57 392919 4943655 34238.39 5662435 
VIJAYA BANK 45575 398342 361.28 349367 4792022 31689.22 56185.13 
UNITED BANK OF INDIA 4247.42 355731 318.95 312579 469707209 278581 54310.93 
| BANK OF MAHARASHTRA 303422 354058 328.39 3003.29 41758.33 2928581 4815983 
| STATE BANK OF TRAVANCORE 38805 343411 386.11 305280 3535389 28136.62 44114415 
STATE BANK OF BIKANER & JAIPUR 3530 ^ 305203 315 264167 34083 2507554 41261.72 
4 DENABANK 3336.89 271005 35979 239893 3394318 2302398 3865141 
^ STATE BANK OF MYSORE 290675 249439 317.35 228037 27829 2102714 3306971 
С PUNJAB & SIND BANK 25238 2249.39 38236 197519 2483141 183433 309492 
- STATE BANK OFINDORE 255358 222563 23401 208917 24690881 1822434 29275.99 
Private Banks 
ICICIBANK о 05648 3150886 4157.73 3001631 — 24449105 22581608 4004171 
HDFC BANK 1268653 10135.78 1590.18 7728.3 1007686 634269 13325101 
AXISBANK 3816.09 7005.32 1071.03 622457 8762622 59661.14 10962568 
JAMMU & KASHMIR BANK 2697.57 243423 360 223227 2859326 18882,61 32756 
FEDERAL BANK 2925.13 2531.12 368.05 219247 2591335 18904.66 3260847 
КОТАК MAHINDRA BANK 3178.19 257679 293.93 18579 16423.65 15552.22 283153 
KARNATAKA BANK 3814.16 157081 24174 146832 1701619 10841.98 193552 
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58437.41 


43714.75 


722125.09 
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LA 


YES Bank: YES Bank received the Financial Insights Innovation Award (FIIA) for the Most 
Innovative e-Payments Solution in Asia in February this year. YES Bank is the only bank 


from India to receive this accolade from amongst 150 nominations 
ADDITIONAL INDICATORS 
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across Asia Pacific. 


(All figures in Rs. Cr) 





OPERATING 














Referer? # 01M-2008-10-09-10 
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TOTAL INCOME 








INTEREST INCOME 





1309.24 


PAI 


Private Banks 





РАОНТ 





DEPOSITS 


15156.12 


ADVANCES 


Aen i Coo ooi Jb ca Rae um o men LR 


10453.75 





TOTALASSETS 


SOUTH INDIAN BANK 1459.76 151.62 1177.04 17089.94 
YES BANK 1671.73 1310.82 200.02 1306.01 13273.16 9430.27 16983.22 
BANK OF RAJASTHAN 1201.53 1049.44 115.2 929.8 13849.35 7433.87 15813.84 
KARUR VYSYA BANK 1320.2 1134.04 208.33 1120.82 12550 9421.53 14583.03 
TAMILNAD MERCANTILE BANK 904.84 774.14 126.74 711.57 7670.26 5331.31 8864.83 
DEVELOPMENT CREDIT BANK 758.32 574.11 38.33 454.34 6074.85 4068.79 7592.29 
CITY UNION BANK 691.44 601.16 101.73 551.76 6424.96 4537.06 7348.97 
LAKSHMI VILAS BANK 598.75 506.05 25.27 443.63 5618.49 3858.79 6541.06 
DHANALAKSHMI BANK 360.33 3183 28.46 266.04 3608.42 2102.04 4033.81 — 
Foreign Banks 
ернине TES 
CITIBANK NA 8480.77 5963.99 1804.26 5669.93 46125.01 38376.51 83883.24 
HONG KONG & SHANGHAI BANKING CORPN. 7153.31 4979.22 1192.3 4225.78 42620.29 29944.41 75925.99 
STANDARD CHARTERED BANK 7302.44 4878.06 1706.24 5004.41 36956.52 33351.52 73448.87 
ABN-AMRO BANK N.V. 3753.86 3038.29 280.67 1963.64 18911.58 20381.41 36619.66 
INGVYSYA BANK 2119.16 1680.44 156.93 1472.19 ° 20498.07 14649.55 25539.91 
DEUTSCHE BANK A G 2464.44 1445.38 386.11 1354.77 13754.96 8960.13 24713.04 
_ BARCLAYS BANK PLC. 1194.53 623.84 6.15 419.69 6901.84 7635.51 12928.23 
DBSBANK 681.22 634.1 65.03 510.98 5095.67 2364.14 9086.37 
BANK OF AMERICA NATIONAL TRUST 885.35 513.69 305.23 722.1 4190.77 3452.44 8121.2 
- JPMORGAN CHASE BANK 854.43 451.35 249.11 671.31 3313.18 1059.33 8101.05 
© BNPPARIBAS 724.08 459.48 130.72 544.18 3235.98 3771.61 7587.45 
3 BANK OF NOVA SCOTIA 484.34 394.41 101.27 429.75 3754.71 4773.8 7049.72 
_ CALYON BANK 527.31 276.11 126.7 376.87 1134.86 1812.38 4566.37 
| BANK OF TOKYO-MITSUBISHI U F J 261.36 213.55 84.1 226.88 1326.85 2307.07 3499.99 
_ SOCIETE GENERALE 303 221 40.29 233.97 1362.83 384.53 3147.66 
MIZUHO CORPORATE BANK 95.46 74.77 20.52 69.85 447.19 856.69 1225.95 
ANTWERP DIAMOND BANK N V 48.27 40.59 10.71 41.94 79.67 476.29 784.96 
SHINHAN BANK .93.94 48.37 13.15 39.35 335.88 313.84 707.57 
_ ABUDHABI COMMERCIAL BANK 94.19 48.95 28.97 63.76 413.57 162.09 577.53 
0 ВАК OF BAHRAIN & KUWAIT BSC 64.05 34.57 19.22 33.2 395.4 280.32 509.41 
_ STATE BANK OF MAURITIUS 42.8 37.05 9.12 36.2 248.1 214.14 455.26 
_ OMAN INTERNATIONAL BANK 186.41 14.62 Lat 21.68 176.81 1.47 233.38 
BANK OF CEYLON 14.79 11.22 376 - 8.48 74.16 41.43 161.74 
KRUNG THAI BANK PUBLIC CO. 8.61 7.76 1.99 6.3 80.65 8.91 127.47 
MASHREQBANK P S C 18.21 6.23 9.11 12.72 31.34 40.84 117.17 
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Survival of the Fittest 


While size does matter in banking 
business, it must be remembered 
that size does not necessarily 
guarantee success. 
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ile globally ‘consolidation’ is a 
strategic issue for bank practi- 
tioners, in India, it has not progressed 
beyond an inconclusive public debate 
due to the political sensitivity attached 
to it. Unfortunately, economic theory 
too does not give us a conclusive answer. 
It only provides the conflicting predic- 
tions about the relationship between 
banking structure and financial stabil- 
ity. 

Let us first understand the argu- 
ments commonly made against consoli- 
dation. Generally, the process of con- 
solidation gives rise to a few large 
banks, which possess greater degree of 
market power. It has been observed 
that banks with greater market power 
tend to charge high interest rates to 
corporates, who, in turn, are forced to 
assume greater risks. Besides, policy 
makers tend to favor large banks in a 
disproportionate fashion through their 
"too big to fail" policies. This tends to 
intensify risk-taking behavior amongst 
these banks, increasing the fragility of 
the overall banking system. Moreover, 
large banks/institutions are always 
more complex and hence more ‘opaque’. 
This also increases the fragility of the 
banking systems characterized by a few 
large banks. 

On the other hand, the proponents of 
consolidation argue that large banks 
always diversify better, and hence, 
banking systems characterized by a few 
large banks will be less fragile than 
banking systems with many small 
banks. Also, large banks tend to earn 
higher profits, which provide a ‘buffer’ 
against adverse shocks and increase 
the franchise value of the bank. Some 
feel that a few large banks are easier to 
monitor than many small banks. The 
common example given is that of the US 
system vis-à-vis the systems in the UK 





and Canada. US, with its large number 
of small banks, has a history of much 
greater financial instability than UK or 
Canada, where the banking sector is 
dominated by a few large banks. 

Despite the significance of this topic 
for policy makers, not much has been 
done to understand the relationship be- 
tween concentrated banking systems 
and financial stability using rich cross- 
country empirical analysis. In relative 
terms, the first such effort was made by 
Beck, Demirguc-Kunt and Levine in 
2003 using data on 79 countries over 
the period 1980-1997. Their research 
showed that banking crises are less 
likely: (a) In more concentrated banking 
systems (characterized by a few banks); 
(b) In countries with fewer regulatory 
restrictions on banks' activities and 
competition; and (c) In economies with 
better institutions, i.e., institutions 
that encourage competition and sup- 
port private property rights. 

Ап overview of international bank- 
ing scenario in the the past decades 
shows rapid consolidation of banks 
around the world—not just within coun- 
tries but also across countries. Also, 
consolidation has happened not just 
within business lines, but also across 
business lines, giving rise to financial 
conglomerates that offer commercial 
and investment banking as well as in- 
surance and pension fund services. To- 
day, the world's largest banks in terms 
of asset size (around a trillion dollars) 
include RBS, Deutsche Bank, BNP 
Paribas and Barclays Bank. 

The Banker's Top 1,000 World 
Banks Report (July 2008) shows that 
global financial landscape is undergo- 
ing a gradual and definite shift. While 
the US subprime crisis and its after- 
math have significantly affected devel- 
oped markets, many emerging econo- 
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mies are motoring on relatively unaf- 
fected. The banks from countries like 
China and Russia are slowly asserting 
their influence and growing in strength. 
China's two biggest banks, ICBC and 
Bank of China, are in the top 10 World 
Banks in the current year. Also, Chi- 
nese banks now account for three of the 
top four banks in the world by market 
capitalization. The sad news, however, 
is that none of the Indian banks fea- 
tures even among the top 50 banks in 
the world—both in terms cf assets or in 
terms of tier I capital. 

Against the emerging trends in glo- 
bal financial landscape, Indian banks 
look highly vulnerable given their dis- 
advantage in terms of size. At present, 
Indian banking sector is highly frag- 
mented. The cost of doing business in 
this sector is quite high. While the cost 
of intermediation is 5.1% in India, it is 





funds. Indian banks need to consoli- 
date further to face the challenge of glo- 
bal competition, and to meet the huge 
funding needs for investments in mod- 
ern technology and skilled personnel. 
Small-sized banks are more vulner- 
able and less resilient due to lower 
capital adequacy and higher non-per- 
forming loans. 

Another key concern for Indian 
banking industry is capital adequacy’ 
under Basel II. In its latest Report on 
Currency and Finance for 2007-08, the 
RBI has said that if banks were to set 
aside capital at 12% of their risk- 
weighted assets, as prescribed under 
Basel II, they would require an addi- 
tional capital of Rs 5,68,744 cr in the 
next five years. Of this, Rs 3,69,115 cr 
(64.9%) would be required by state- 
owned banks, Rs 23,319 cr (4.1%) by old 
private sector banks, Rs 1,13,180 cr 


Indian banks need to consolidate to reap the 
benefits both from the assets and liabilities sides. 


4.0% in Thailand, 3.4% in China, 2.9% 
in the US and 2.4% in Singapore. Con- 
solidation through mergers could be 
seen as a way to bring down the admin- 
istrative costs for the Indian banking 
industry. Also, in India, many permits 
and licenses are linked to the size of the 
bank. So, size does matter a lot in 
Indian banking business. Market- 
based mergers are badly needed in In- 
dia to reap the benefits arising out of 
synergies, i.e., cost savings and wider 
reach. 

Moreover, by 2009, the banking 
sector will open up (to implement the 
WTO covenants) and more foreign 
banks will enter India. In response to 
this, the Indian banks need to consoli- 
date to reap the benefits both from the 
assets and liabilities sides, i.e., more 
effective resource allocation, better 
reach, lower costs, more banking prod- 
ucts from a single source, and greater 
access to both domestic and overseas 
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(19.9%) by new private sector banks, 
and Rs 63,131 cr (11.1%) by foreign 
banks. Given this huge requirement for 
funds, the RBI too has underscored the 
need for consolidation in the Indian 
banking sector. The RBI has said that 
the capital constraint is primarily faced 
by the state-owned banks due to very 
high government ownership. 

Policy makers have already initi- 
ated efforts to iron out the legal impedi- 
ments inherent in the process of banks' 
consolidation. For example, the Union 
Cabinet has given its approval to the 
merger proposal of State Bank of 
Saurashtra with State Bank of [India 
(SBI). This means that another 400 
plus branches will become part of SBI 
shortly. One may expect the merger of 
other six associate banks too in the 
coming years, which may create a very 
large bank in terms of total number of 
branches and in terms of total 
workforce employed. According to the 
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government sources, the synergy of 
merger of its associate bank is expected 
to make SBI a bank of global standards 
under various parameters. 

While size does matter in banking 
business, it must be remembered that 
size does not necessarily ensure suc- 
cess. The benefits of consolidation 
through mergers can be realized only 
through rigorous evaluation of syner- 
gies, successful integration of diverse 
technological systems and human cul- 
tures, and competent leadership. 


Banks carry out their business in а dy- 


namic environment, where product life 
cycles are short and market timing is 
critical. It is, therefore, necessary that 
size should not 

organization’s agility. 

India can face its future growth chal- 
lenges only with the help of a robust 
banking industry, which has to be suffi- 
ciently capitalized. Indian banks will be 
able to attract sufficient capital from 
the domestic and international inves- 
tors, only if they continue to offer attrac- 
tive return on their capital. This is par- 
ticularly difficult in today’s economic 
environment, when banks’ margins are 
under severe pressure due to height- 
ened competition and huge overhead in- 
vestments in technology, branch ambi- 
ence and marketing. 

Besides size, the other strengths 
which the banks need to acquire 
for maintaining profitability in a 
sustainable fashion are: improved 
risk management capabilities, en- 
hanced corporate governance, focused 
business planning, lower dependence 
on bulk business and ever-greening, 
successful diversification into non- 
banking activities to improve non-in- 
terest income, and transparent HR 
policies to attract and retain skilled 
professionals. 

Unless these strengths are devel- 
oped, banks may have to go out of busi- 
ness in a rapidly consolidating market, 
Charles Darwin would have called it the 
“survival of the fittest” in the global 
banking industry.» 
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the untapped segments of the 
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qon banking has undergone tre- 
mendous changes in the past decade 
in terms of factors like technology, asset 
liability structure and competitive sce- 
nario. Today, many Indian banks are on 
a par with their leading Asian counter- 
parts, with as many as nine Indian 
banks, led by HDFC Bank and ICICI 
Bank, having made it to the list of Top 
50 Asian Banks (as per Asian Bankers 
Report-2007). However, the cost of 
banking intermediation and the extent 
of banking penetration in India are still 
low. As per a technical paper on differ- 
entiated bank licenses released by the 
Reserve Bank of India (RBI) in 2007, 
less than 59% of adult population has 
access to a bank account and less than 
14% of adult population has a loan ac- 
count with a bank. 

To meet the growing needs of the 
banking industry and also to ensure 
that this sector becomes a major con- 
tributor to the economy, RBI passed a 
regulation, allowing foreign banks to 
operate in India through one ofthe three 
channels: a branch, a wholly-owned sub- 
sidiary, or a subsidiary with aggregate 
foreign investment up to a maximum of 
7496 in a private bank. In the first 
phase, i.e., up to March 2009, foreign 
banks would be permitted to establish 
a presence by setting up wholly-owned 
subsidiaries or by conversion of 
branches into wholly-owned subsidiar- 
ies. Alternatively, they will also be al- 
lowed to take over stressed private sec- 
tor banks identified by RBI during this 
phase. 

In the second phase, i.e., from April 
2009, foreign banks may be allowed to 
acquire up to 7446 in a private sector 
bank in India. The detailed policies for 
this phase would be designed and 
implemented by RBI after review of the 
experience of Phase I and after due con- 


sultation with all stakeholders in the 
banking sector. 

The experience obtained from 
Phase I has not been very encouraging, 
as the 10% limit on the voting rights 
and shareholding at less than 5% of for- 
eign investors in private banks acted as 
major hurdles in the process of attract- 
ing foreign banks to take up stressed 
banks from the Indian banking indus- 
try. Should foreign capital be encour- 
aged, RBI would need to ease 
shareholding and control norms. 

Given the existing demands of the 
banking industry structure, the need of 
capital for banks is about to increase in 
the times to come. Banks would need 
capital to upgrade their technology level 
so as to achieve targets in a more cost- 
efficient manner and thereby enhance 
profit bases. Additionally, the banks 
would need to spend on risk manage- 
ment systems owing to the issues aris- 
ing out of the use of technology. Hence, 
banks would need this additional eapi- 
tal requirement to grow and ultimately 
consolidate themselves for expansion in 
the future. 

As per the new Basel II accord, 
banks need to decide the capital re- 
quirements based on the risk inherent 
in the bank. Besides providing for credit 
risks based on risk evaluation, banks 
will now be required to provide fer op- 
erational risk. These requirements are 
expected to increase capital require- 
ments to the extent of additional re- 
quirements at 2-3% of the risk-based 
assets of banks. Thus, the need to pro- 
vide additional capital to meet Basel II 


“norms and also support the growing 


credit needs of the economy would post 
challenges for the banks, for which they 
would again be required to look to the 
foreign banks for assistance and sup- 
port. EL 
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Phase I, when implemented to all 
local banks, improves the chances to 
build scale through transition and gain 
efficiency, and to compete with foreign 
banks. However, this has not actually 
happened as far as India is concerned. 
Post-2009, when foreign players may be 
allowed to enter the Indian markets, 
the competition is likely to hot up in 
many respects—huge capital resources 
availability searching for efficient allo- 
cation options to obtain economies of 
scale in an environment of abundance; 
cutting-edge technology application to 
improve efficiency and effectiveness; in- 
ternational best practices and skilled 
personnel to handle operational and 
risk-related issues; and so on. Owing to 
rising competition, Indian banking 
market will be required to be prepared 
with mature and efficient risk manage- 
ment systems if it has to successfully 
compete with the foreign banks enter- 
ing its territory. 

Thus, the above factors would in- 
tensify competition among the existing 
banks and the new banks entering In- 
dia post-2009. The need of the hour 
then would be to identify appropriate 
solutiors, including innovative soft- 
ware tools (to obtain economies of time 
and scale), training and upgrading of 
human resources (to generate new and 
innovative ideas), and building up a 
database (to mechanize most pro- 
cesses handling voluminous data and 
reduce dependence on manual process) 
to provice world-class services. Addi- 
tionally, it would also give rise to the 
need for robust credit rating frame- 
works and building of data warehouses 
for computing probability of default, 
etc. The benchmarks for all services 
provided by banks, in terms of quality 
of delivery, cost of delivery, time of de- 
livery and availability of substitutes, 
attain new heights, thus making the 
competition among banks even more 
intensive. 

The Indian banking industry should 
gear itself to face a similar problem 
faced by the Indian insurance industry 
during its privatization in 2000—it is 
the problem of plenty. Each customer 
will have plenty of options available for 
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a single product and/or service; he/she 
would opt for the one providing the best 
at the most competitive price. As a re- 
sult, many banks may witness drying 
up of opportunities to make huge prof- 
its, decline in market share, and shrink- 
ing deposits, to name a few. Addition- 
ally, with spreads now decreasing on 
account of competition both on the de- 
posit and credit front, banks will have 
to literally battle hard for each rupee to 
be added to the bottom line. 

Many foreign banks have been ex- 
ploring good buying options in the 
Indian banking sector for sometime 
now. The hindrance in their way was the 
regulatory issues which disqualified 
them from such activities. With RBI 
outlining a road map for foreign invest- 
ment in Indian banking, the stage is set 
for the full-fledged presence of foreign 
players in the Indian banking market, 
post-April 2009. The entry of foreign 
players, with their huge resources base, 
may encourage large-scale consolida- 
tion in the banking sector to face them 
on a more or less equal footing. It is also 
expected that with the gradual matu- 
rity and development of the financial 
services markets in the country, we 
would probably have a single regulator 
(as in the US), thereby helping us to 
overcome traditional barriers between 
banking, insurance and other financial 
sectors, resulting in the formation of 
large financial conglomerates. 

Having analyzed the competitive 
scenario and the advantages associated 
with the entry of foreign banks, one can- 
not overlook the risks involved. Accord- 
ing to a study by the World Bank, it is 
evident that more than the trade in 
goods, the ‘costs and benefits’ of trade in 
financial services depend on a number 
of factors, including the structural re- 
forms in the domestic financial sector, 
the regulatory framework, and proper 
sequencing of liberalization. Therefore, 
the regulator of the banking sector has 
to be extra cautious and discretionary 
in its approach towards foreign bank 
entry into the system. 

For the economy of any country, the 
banking sector is viewed as the sector of 
‘strategic importance’, as it is not only 


the channel for monetary policy but also 
for many preferential policy directives. 
For example, in Indian economy, the ex- 
isting focus is on 'financial inclusion' 
and 'microfinance,' which provide it the 
strategic bend. However, the motive of 
any foreign bank, while making its 
choices with respect to location, labor, 
product, etc., would be profit in the first 
place, thereby adversely impacting 
credit flows to rural areas or other 
credit-starved sectors. Often, foreign 
players come to developing countries to 
avoid the stringent regulatory stan- 
dards in their home markets and take 
advantage of weaker or more lenient 


regulatory standards in developing р 
countries. Indian capital markets wit- ' 


nessed this in 1992. 

Ifthe local banking industry is inad- 
equately prepared for these aspects of 
foreign competition, the overall purpose 
behind the opening up of the banking 
industry—i.e., to make the sector more 
efficient, effective and competitive— 
would be defeated. On the contrary, it 
might lead to transfer of profits abroad, 
at the expense of the host country. 

Hence, banks need to efficiently 
deploy their capital under Basel II, 
which would in turn lead to higher 
profitability for the banks, thereby 
providing it greater strength to com- 
pete with the new entrants. The regu- 
lators have basically given time to the 
Indian banking industry to pull up its 
socks and get ready for 2009. How- 
ever, the process has not achieved the 
desired pace; therefore, RBI needs to 
come into the picture sooner or later to 
ensure that India's banking industry 
is on a level playing field to compete 
with the entering foreign banks. Also, 
the Indian banking sector needs to tap 
the untapped segments of the popula- 
tion, both in the rural and urban mar- 


kets, in order to sustain its growth. ` 


Thus, by focusing on financial inclu- 
sion, Indian banks can ensure efficient 
utilization of capital, leading to 
higher profitability and, in turn, more 
strength to compete with the entering 
foreign banks.w 
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Rising Interest Rates 





Impact on Indian Banking Sector 


As the rising deposit costs and 
tightening monetary levers push 
Indian banks to hike rates, growth 
might take a backseat for now. 


Hemant Batra 





n July 29, 2008, the Re- 
serve Bank of India (RBI) raised 
the repurchase (Repo) rate by 50 basis 
points to a seven-year high of 9% to curb 
inflation, which was running close to 
12%, and to dampen inflationary expec- 
tations. RBI also raised the Cash Re- 
serve Ratio (CRR)—the proportion of 
funds that banks must keep on deposit 
with it—by 25 basis points to 9%. The 
central bank left its reverse repo and 
bank rates unchanged. The tone of the 
monetary policy was extremely hawk- 
ish. Following the CRR and Repo rate 
hike by the RBI, many banks have also 
revised their lending rates upward (see 
table). | 
It would, of course, be interesting to 
explore the probable impact of rising in- 
terest rates on bank loans and deposits. 
In the past, rising interest rates were 
associated with slower growth of bank 
loans and deposits. Furthermore, the 
impact of rising interest rates on bank 
loans has depended on the bank size 
and its volume of business, with 
smaller banks typically suffering 
greater declines in loan growth during 
periods of rising interest rates than 
larger banks. 


Conjectural implications 

To begin with, consider the effects of a 
retrenched monetary policy that raises 
short-term interest rates; changes in 





Benchmark Prime Lending Rate 








Bank Current Previous 

Rate (p.a) Rate (p.a) 

Axis Bank 15.7596 15.2596 

IDBI Bank 14.2596 13.7596 
00101 Bank = 17.25%  — 1650 

Bank of Rajasthan 1696 _ 15% 





monetary policy can be transmitted to 
the real economy through various chan- 
nels. In the ‘credit channel’, bank loans 
and deposits play an integral and criti- 
cal role, and interest rate changes are 
transmitted to aggregate spending 
through the balance sheets of banks 
and nonfinancial firms. Under a con- 


traction-based monetary policy, the ' 


central bank raises the CRR and re- 
duces the supply of reserves in the 
banking system. Because certain de- 
posit liabilities of banks are subject to 
reserve requirements, a higher CRR 
and a smaller supply of reserves can 
slowdown the growth of bank deposits. 

The effects of slower deposit growth 
on bank loans are likely to depend on 
the banks’ ability to substitute other 
forms of funding for deposits. If banks 
can easily access other sources of fund- 
ing, then they may be able to fund loan 
growth at the same rate as before the 
increase in interest rates. For instance, 


banks with an extra capital cushion . 


may have greater access to financial 
markets, allowing them to substitute 
other liabilities for core deposits. On 
the other hand, if banks cannot fully 
counteract the decline in deposits by in- 
creasing other forms of funding, they 
have to slow the growth rate of their as- 
sets to match the slower deposit 
growth. As a result, higher interest 
rates can lead to slower loan growth 
through their effect on deposits. 

How do banks overcome obstacles in 
the process of substitution of non-de- 
posit liabilities for deposits? One im- 
pending impediment is lack of perfec- 
tion in capital markets, such as asym- 
metric information between investors 
and banks seeking funding. Information 


asymmetries can raise the cost of exter- , 


nal, non-deposit sources of funding or 
limit their supply to banks. As a result, 
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growth of bank loans and other assets 
can be restricted by deposit growth. 

Capital market imperfections and 
the financial constraints they impose 
are one potential source for differences 
in the interest rate sensitivity of large 
and small banks. Characteristically, 
information on small banks is less 
readily available to investors than in- 
formation on large banks. This infor- 
mation gap between small banks and 
investors can potentially restrain their 
ability to fully substitute deposits 
with other sources of funding. Conse- 
quently, small banks may rely more on 
deposits. 


Indian perspective 

India's inflation attained its fastest 
pace in more than 13 years in the 
middle of July 2008. According to the 
Commerce Ministry sources, the whole- 
sale prices rose 11.89% in the week to 
July 12, after gaining 11.9146 in the pre- 
vious week in New Delhi. The June-Sep- 
tember monsoon, which accounts for 
four-fifths of the nation's annual rain- 
fall, was 3346 below average in the week 
ended July 23, raising concerns that 
there is no easing of food price inflation 
in sight. (Rains in July account for a 
third of the monsoon season and are 
crucial for the sowing of crops, including 
corn and soybeans.) At the same time, 
the hike in CRR would also be noticed, 
since overnight cash rates rose to a 
fresh six-month high in the middle of 
July as a result of the tightening of li- 
quidity following the earlier increase in 
banks' CRR. The new increase will in all 
probability push these rates up even 
further. 

On balance, it would not be a sur- 
prise if one was to see credit and invest- 
ment lending increase in the short run, 
despite the presence of higher short- 
term interest rates. In the longer term, 
the historical economic trends and 
cycles are more likely to return, so that 
higher interest rates are associated 
with slower loan and deposit growth. 

Undoubtedly, India's economic 
growth has already slowed down and 
was at its weakest pace since 2005 in 
Q1 2008, as the highest interest rates 
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in six years discouraged consumer 
spending and investment, while a more 
intricate global milieu condensed the 
possibilities for expanding India’s ex- 
ports. India’s economy expanded at a y- 
о-у rate of 8.8% in the three months to 
March 31, matching the revised gain of 
the previous quarter. 

One of the propositions of rising in- 
terest rates that merits more atten- 
tion than it gets in the current dialog is 
that of failing credit quality. As inter- 
est rates climb, the pool of borrowers 
gets riskier. Economists brand this as 
unfavorable assortment and have been 
writing abundantly on this ever since 
Stiglitz and Weiss wrote their seminal 
paper (“Credit Rationing in Markets 
with Imperfect Information”) on this 
phenomenon way back in 1981. Em- 
pirical studies in the US and other 
markets have shown a rising propor- 
tion of bad credit in a phase of rising 
interest rates. 

Indian banks face exactly the same 
problem today, as rising deposit costs 
and tightening monetary levers push 
them to hike rates. Formal data are 
hard to come by, but most bankers seem 
aware that the risk of default by bor- 
rowers has increased significantly over 
the last few months. The problem is 
particularly acute for retail loans, espe- 
cially unsecured (without collateral) 
loans like credit card debt, and personal 
loans. The perception behind this is not 
difficult to comprehend, if one appreci- 
ates the fact that higher returns are as- 
sociated with higher risk. For instance, 
project lending is often used to exem- 
plify adverse selection in credit mar- 
kets. As interest rates climb, the 
projects that become viable are the ones 
that offer higher returns. If the associa- 
tion between risk and return does in- 
deed hold, these projects are necessar- 
ily those that are riskier. 

From a lender’s point of view, these 
are the projects with higher default 
risk. In the case of retail borrowers, it 
seems that those who are likely to bor- 
row at higher rates are the ones with 
riskier income streams. The bottom 
line is that if credit growth does not 
come down despite rising rates, we not 


only run the risk of escalating inflation 
but also of noshing a credit bubble that 
might in turn result in escalating bad 
debt. 

The impact of the rate hike can be 
simply put as follows: Assume that a 
borrower has availed a housing loan on 
a floating rate of interest (this rate of 
interest keeps fluctuating with the revi- 
sion in the lending rates by RBI in its 
credit policy review). When the central 
bank raises the key rates like CRR, 
Repo rate, etc., as a part of its measures 
to suck the excess liquidity from the 
economy, both private and public sector 
banks follow suit, a move which ulti- 
mately puts the extra burden into the 
pockets of the borrower. With the rate 
hike, banks borrow money at higher 
rates from the central bank, because of 
which retail borrowers also have to pay 
more interest rate, leading to an in- 
crease in their EMIs for housing loans. 
This is coupled with a fall in demand 
from fresh borrowers. Due to the surging 
inflation, new borrowers tend to satisfy 
their basic necessities first and post- 
pone their other needs in the rising rate 
scenario. 


Microfinance institutions 

Recent increases in the cost of borrow- 
ing for many organizations around the 
world and new capital adequacy re- 
quirements are putting pressure on 
Indian Microfinance Institutions 
(MFIs). According to The Times of India, 
both Equitas Micro Finance India 
(Equitas) and Madura Micro Finance 
Ltd. (Madura) are raising interest rates 
due to increases in the cost of borrowing. 
Also, SKS Microfinance (SKS) has be- 
gun looking for new sources of private 
equity funding, citing both the reserve 
requirements and increased interest 
rates. 

Equitas is raising their interest 
rates to customers by 1% to offset in- 
creases in their own borrowing costs. 
Meanwhile, Madura is raising interest 
rates on new loans from 9.5%-17% up to 
18%-21%. SKS also stated that they 
may be forced to increase lending rates 
if their own borrowing costs continue to 
rise. Aside from increases in borrewing 
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costs, MFIs also face increased over- 
head costs, possibly due to inflationary 
pressures in the global economy. 

А recent moneycontrol.com article 
also explains how, aside from increased 
interest rates, reserve requirements in- 
creases and a reduction in exposure to 
microfinance by global investment funds 
makes SKS “not as profitable as [they] 
anticipated.” Reserve requirements are 
the percentage of deposits that financial 
institutions must hold in cash, prevent- 
ing them from investing the capital. The 
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RBI recently raised reserve require- 
ments for non-bank financial institu- 
tions to 15%. To battle the increased 
costs SKS is planning to raise Rs 300 cr 
($68.2 mn) in private equity in order to 
meet expansion plans. Although they 
face some issues, MR Rao, COO of SKS, 
said, “Economics of scale are helping us 
to absorb the cost,” pointing to the ben- 
efit in expanding current services. 

There is no doubt that the banking 
sector as a whole will bear the brunt of 
the RBI action and may also be gearing 





itself up for a further rate hike in the © 
days to come. Banks with high credit } 


growth would be under scanner аз the 
RBI has also advised lenders to exercise 
greater prudence when lending. With 
the RBI vowing to tame the rising infla- 
tion, and the interests of the ‘common 
man’ foremost on the government’s 
mind as the countdown to the election 
begins, growth would take a backseat 
as of now.m 
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рея 2009, it is expected that 
rapid changes will take place in 
Indian banking. The regulatory guide- 
lines for starting foreign banks and ac- 
quisition of Indian private banks by for- 
eign banks will become more liberal. As 
a consequence ofthis, the existing struc- 
ture of ownership and management in a 
few private banks is likely to undergo a 
change. It is estimated that barring the 
top three private banks, the rest of the 
lot will be in a vulnerable position in 
this changed scenario. Some of the 
banks have already proactively started 
consolidating their position by focusing 
on technology; manpower and business 
strategies, increasing the capital base 
and improving the quality of asset port- 
folio for a better bottom line. It is also 
expected that a few private banks will 
initiate steps to increase their mass by 
geing for mergers and acquisitions 
among themselves to position them- 
selves properly to face the challenges. 
The merger of State Bank of 
Saurashtra with State Bank of India 
(SBD in the recent past is expected to be 
a test case for the proposed merger of 
the rest of the six subsidiaries with SBI. 
It is most likely that this mega merger 
may take place shortly. This will, no 
doubt, increase the scale of operations 
as well as the size and the asset base of 


SBI, which is already the leading bank 
in India, and may increase the gap be- 
tween the No. 1 and No. 2 players in 
Indian banking. 

In view of the downtrend in capital 
markets, the banks that have intended 
to go for public issues have deferred 
their decision like several corporates. 
Corporates that have initiated plans 
for IPO have temporarily put the plans 
on hold and have gone for private equity 
instead. Arrangement of private equity 
is a lucrative portfolio in the current 
scenario and a few banks have already 
entered the field. Some of the banks 
through their subsidiaries have directly 
invested in PE funds where the returns 
expected are larger than the normal 
bank lending. 

In view of the Basel II norms, which 
make independent rating of large 
corporates mandatory in the near future, 
the rating agencies are having a boom in 
their activities. By tying up with rating 
agencies in this regard, several banks 
are attempting to earn a small referral 
fee income in addition to exploring the 
opportunity to improve the PE funds 
portfolio, since independent rating en- 
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hances the valuation of corporates in | 


garnering of private equity. 
The entry of foreign banks post- 
March 2009 and acquisition of Indian 
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private banks by foreign banks becom- 
ing mcre liberal thereafter will pose a 
major threat to the existing private 
banks in India. As mentioned earlier, 
the top three leading Indian private 
banks will, to a greater extent, insulate 
themselves from this potential threat 
as they are already well-positioned in 
the market. However, this is not so in 
the case of the remaining private banks. 
Amongst the rest of the private banks. 
those banks whose shares are already 
listed will be more vulnerable in this 
scenario. However, the old private 
banks (that were started prior to 1973) 
may be excluded from the list of the rest 
of the private banks, as the threat per- 
ception to these banks is likely to be 
less compared to the new generation 
private banks—the reason being the 
work culture, manpower, technology 
and management of these old private 
banks are obviously not on the same 
platform when compared to that of the 
new generation private banks. 

The Finance Ministry has given 
enough signals in the past in various fo- 
rums that they will not stand in the way 
of mergers between the nationalized 
banks if an initiative is taken by these 
banks in this regard. Taking their cue 
from this stand ofthe government, a few 
nationalized banks have expressed 
their plans to acquire other national- 
ized banks. But the irony is that no na- 
tionalized bank has expressed its will- 
ingness or given any signals to be ae- 
quired by other nationalized banks so 
far. These mind games are likely to con- 
tinue for some more time before the real 
drama unfolds after March 2009. 

The threat of foreign banks may not 
therefore be a serious one for the nation- 
alized banks and the SBI group in the 
short-term in view of the following fac- 
tors: one, the competition in initial 
stages will be confined mostly to metros 
and other urban centers; and two, com- 
pared to the private banks, the nation- 
alized banks and SBI and its subsidiar- 
ies as a group will have more strength to 
face the foreign banks at the initial 
stages. 

For strategic and economic reasons, 
foreign banks are not expected to enter 
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the semi-urban and rural places for the 
time being. In this context, nationalized 
banks and the SBI group will have an 
edge over private banks as they have 
wider branch presence in these areas. 
There is ample scope for the public sec- 
tor banks to broad-base their banking 
activities in rural areas, especially in 
rural lending and microfinance, and 
also take a lead in commodity trading 
in the near future. In line with rural 
lending, which is tagged as priority sec- 
tor with lower interest rates, perhaps it 
is time that the public sector banks 
mooted the idea of lower interest rates 
for rural deposits. This will help make 
rural banking more profitable and also 
reduce the overall cost of funds to the 
public sector banks; and this also en- 
sures a level playing field for them to 
compete with foreign and private banks 
post-March 2009. 

Foreign banks do realize that 
though it may be an easy task for them 
to get an entry and acquire certain pri- 
vate banks, to continue their presence 
successfully in India, they need to play a 
volume game, at least in the short run. 
Some of the foreign banks/their subsid- 
iaries, who have already invested up to 
the currently permissible stake in a few 
(new generation) private banks, will 
find themselves better placed than oth- 
ers who are still planning to enter the 
Indian market, the reason being, for the 
foreign banks/their subsidiaries who 
have already acquired certain stake in 
private banks in India, it may not be 
difficult to step up the same post- 
March 2009 in those banks as they al- 
ready have a partnership and working 
relationship. Complete acquisition of 
private banks by foreign banks will be- 
come possible only where the promoters 
cf such private banks are individuals or 
institutions that have controlling 
stakes. This will further narrow down 
the scope for acquisition of private 
banks by foreign banks. 

However, the private banks, 
backed by institutions in India, may 
perhaps open themselves for parting 
with a minority stake to foreign banks 
for deriving certain strategic benefits 
and improving the overall synergy lev- 








els in India, and, if possible, for enter- 
ing the overseas markets where such 
foreign banks have considerable opera- 
tions as a quid pro quo. The other 
route, which is a relatively more costly 
affair, is acquisition of a major chunk 
of shares of private banks that are 
listed by foreign banks through open 
market. This step may be the last re- 
sort if all other steps do not yield the 
desired results. 

Retention of skilled manpower will 
be a challenge to the nationalized 
banks post-March 2009, since foreign 
and private banks will try to lure them 
with attractive pay packages. As the 
public sector banks (i.e., nationalized 
banks and the SBI group) and a few old 
private banks have certain constraints 
like bipartite settlements to decide on 
the salaries and other welfare mea- 
sures to the staff, they will not be able 
to match the attractive salary pack- 
ages offered by the new generation pri- 
vate banks and foreign banks. In view 
of the slow pace of recruitment that 
had taken place in the last two decades 
due to computerization in public sector 
banks, these banks now face a major 
challenge of fresh recruitment, since a 
major chunk of their old staff will be 
retiring in the near future. And the fact 
that the starting pay scales offered by 
the public sector banks for the clerical 
and probationary officer cadres are not 
that attractive is sure to make it all 
the more difficult for them to fill the 
gap caused by the retirement of the ex- 
isting staff. 

Technology is one area where for- 
eign and new generation private banks 
score over the public sector banks and 
old private banks. The large branch 
network spread across every nook and 
corner of the country (especially in ru- 
ral areas) and the large size of man- 
power make the cost of technology and 
the related training costs very expen- 
sive and challenging for the public sec- 
tor banks. After training the staff, re- 
taining them will be more difficult for 
public sector banks (especially those ir 
the age group of 30-35 years), as these 
trained lot will get better opportuni 
ties in foreign and new private banks. 
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However, technology has by and 
я improved the service and process 
delivery systems and enhanced the prod- 

uct diversification, also offering product 
flexibility, to suit the customers mod- 
ern-day requirements; in this process, 
unfortunately, the personal touch be- 
tween the bank and the customer is 
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found missing. This trend, which is com- 
mon to all banks, is an unwelcome 
byproduct of technology in banking. 
While all the above-mentioned is- 
sues will become challenges to be faced 
by the Indian banking sector post- 
March 2009, going by the history of 
Indian banking post liberalization and 








financial sector reforms in the 1990s, 
one can rest assured that the Indian 
banking sector will be able to manage 
these challenges and emerge stronger 
and more efficient by taking the re- 
quired proactive measures. 
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he ambitious Agricultural Debt 

Waiver and Debt Relief Scheme, 
2008 was announced in the Union Bud- 
get for 2008-09 as a step to relieve the 
farmers from indebtedness. Aiming to 
benefit about 40 million farmers, the 
scheme is estimated to cost the exche- 
quer more than Rs 71,680 cr (as per the 
unaudited estimates) as against the 
original estimate of Rs 60,000 cr. 

As per the scheme, direct agricul- 
tural loans extended to ‘marginal and 
small farmers’ and ‘other farmers’ by 
Scheduled Commercial Banks, Re- 
gional Rural Banks, Cooperative Credit 
Institutions (including Urban Coopera- 
tive Banks) and Local Area Banks 
would be waived off. 

The salient features of the scheme are: 
> All direct agricultural loans (crop 
loans, investment credit for direct 
agricultural activities and invest- 
ment credit for allied activities) dis- 
bursed to farmers between March 

31, 1997 and March 31, 2007 and 

overdue as on December 31, 2007 

and remaining unpaid until Febru- 

ary 29, 2008 would qualify for the 

Debt Waiver and Debt Relief 

Scheme. 
> Overdue farm loans of small and 

marginal farmers which qualify for 

the scheme would be completely 
waived off. Farmers cultivating agri- 
cultural land up to one hectare would 
be classified as ‘marginal farmers’ 
and those cultivating agricultural 
land between 1 to 2 hectares as 


‘small farmers’. This classification is 
to be applied in the case of crop loans 
and investment credit for direct agri- 
cultural activities. However, in the 
case of investment credit for allied 
activities where landholding is not 
germane, those farmers whose prm- 

cipal loan amount 18 

Rs 50,000 or less would be classified 

as ‘small and marginal farmers’. 
> Farmers cultivating agricultural 

land in excess of 2 hectares would be 
classified as ‘other farmers’. This 
classification would apply in the 
case of crop loans and investment 
credit for direct agricultural activi- 
ties. In the case of investment credit 

for allied activities, farmers with a 

principal loan amount of more than 

Rs 50,000 would be classified as 

‘other farmers’. 
> OTS (One Time Settlement) rebate 

of 25% would be extended to ‘other 

farmers’ against payment of bal- 
ance 75% in not more than three in- 
stallments by June 30, 2009. This is 
estimated to benefit around 

59,75,000 farmer accounts. 
> For the 237 districts falling under 

PM’s Special Relief Package, OTS 

relief would be 25% of the overdue 

amount or Rs 20,000, whichever is 
higher. 

Such loan waiver schemes for farm- 
ers are often seen to have positive secial 
connotations and also as an opportu- 
nity for banks to take bad loans off their 
balance sheets. However, the long-term 
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impact of such a measure оп the perfor- 
mance and growth of the agriculture 
sector itself is a cause for concern. If one 
were to analyze the problems of the 
farmers today, most point to stagnant 
productivity, limited access to inputs 
and finance, weather risks, marke: 
risks (relating to non-remunerative 
prices) and limited infrastructure (mar- 
ket and storage infrastructure particu- 
larly) and technology options that are 
availabie. Loan defaults must be seen as 
a result of all these factors and not a 
cause. Studies point out that the inter- 
est cost comprises less than 2% of the 
value of the output and that improved 
credit flow has not had any direct impact 
on agricultural production. This is not to 





the most provide temporary relief to de- 
faulters but throws up long-drawn prob- 
lem for banks, given the severe and per- 


sistent moral hazard potential it car- 


ries, jeopardizing credit availability it- 
self for all farmers in the future. Farm- 
ers may at best see a temporary better- 
ment of their financial condition, but 
continued bank credit flow can become 
risky and future investments in produc- 
tivity enhancement would be difficult, 
given that long-term loans may not be 
easily available anymore. 

Banks are expected to face pressure 
on their net interest margins till the 
time the subsidy for waiver of agricul- 
tural loans and one-time settlement of 
loans are released by the government. 


Banks are expected to face pressure on their net 
interest margins till the subsidy for waiver and 
one-time settlement of loans are released by the 


government. 


downplay the importance of credit in 
agribusiness, but to point cut the simple 
fact that credit needs to be seen as an 
‘instrument’ and factor of production 
rather than as a Vehicle of relief. 
Coming back to the scheme, it only 
covers borrowers from banks (who com- 
prise less than 49% of the total farmer 
community), and it is estimated that 
39% of indebted farm households do not 
borrow from banks at all. Of farmers 
with less than 2 hectares land, it is esti- 
mated that 49% borrow from informal 
sources and 64% of borrowers had debts 
to the informal sector. It is, therefore, 
the relatively ‘better-off farmers who 
have access to bank credit, and the dis- 
advantaged and vulnerable popula- 
tions actually may not be benefitted at 
all by the scheme. On the contrary, only 
those farm loan accounts that are either 
overdue or restructured would benefit. 
The irony is that a good borrower who 
has regularly met the interest pay- 
ments will not benefit from the move. 
Default, therefore, is a poor criterion for 
selection of farmers for a state-funded 
relief such as this. The scheme can at 
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Most banks are facing liquidity crunch 
due to delay in the relief package and are 
unable to provide credit to the farmers. 
There has been a delay in clearing the 
first installment of the debt relief since 
this can be done only when the Parlia- 
ment meets in the next session and 
passes the supplementary demand for 
grants. The farm loan wavier impact on 
Publie Sector Banks (Private Sector 
Banks have relatively lesser direct loan 
exposure to farmers) would depend a lot 
en what the government does, given its 
offer to compensate Rs 71,680 cr to the 
banks over the next three years. While 
the offer has been made, the modalities 
of compensation to banks are still not 
clear. Reports suggest that it could be a 
combination of bonds and cash to com- 
pensate for the waiver. If it is cash, then 
the banks would get it over a period of 
three years which is somewhat long, and 
if it is bonds, then it depends on whether 
these bonds have a Statutory Liquidity 
Ratio (SLR) status. If it is SLR status, 
then it is still good for banks; and if the 
bonds classify for tier-two capital, it is 
even better, since it can free up a lot of 





cash. Therefore, even if any of the above 
compensation modes are followed, it 
can be construed as 'positive' for banks 
in the short-term. In the long run, it 
could increase the risk of defaults by 
farmers and render agri-lending as 
risky in general. 

Data with the Finance Ministry 
shows that the PSBs have written oft 
more than Rs 25,000 cr towards farm 
debt waiver and around Rs 5,300 cr to- 
wards debt relief scheme; and the two 
immediate and key challenges PSBs 
seem to be facing as a result of this are: 
(1) Interest and other claims not being 
considered for reimbursement by the 
government; and (ii) Lack of clarity on 
accounting and regulatory issues in the 
treatment of outstanding dues. 

On the first point, information fur- 
nished by PSBs indicates that nearly 
105 lakh small and marginal farmers 
were financed by PSBs and were given a 
total waiver, which aggregates close to 
Rs 23,000 cr. Another 26.13 lakh ‘other 
farmers' were eligible for OTS involving 
relief of around Rs 7,700 cr. While the 
total amount waived/relief given by the 
PSBs amounts to around Rs 30,700 cr, 
the reimbursement which would be pro- 
vided by the government as per the 
scheme works out to only around 
Rs 23,000 cr. Thus, the shortfall works 
out to around Rs 7,700 cr. This shortfall 


consists of: (a) amounts prudentially 


written-off by banks in their books; (b) 
unapplied interest; and (c) overdue in- 
terest and other claims ineligible under 
the scheme. 

It is estimated that a total of 
Rs 53,000 cr of direct agricultural loans 
were covered under the debt waiver and 
debt relief scheme. Out of this, approxi- 
mately Rs 11,000 сг formed Non-Per- 
forming Assets (NPA) of banks, which 
means, in the normal course, Rs 42,000 
cr agricultural loans would have contin- 
ued to earn interest at an average of 
9.596 from March 1, 2008 till repay- 
ment. This includes Rs 25,000 er non- 
NPA loans marked for OTS. As per the 
scheme, banks cannot charge interest 


on these loans from March 1, 2008. 


Even if the farmers fail to honor their 
commitment and become ineligible for 
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the relief interest, they сап be charged 
interest only from July 1, 2009 on such 
loans outstanding. The monetary loss, 
which the PSBs will have to incur on 
OTS scheme alone by way of interest 
foregone, is estimated at Rs 2,200 cr (@ 
1046 average rate). 

Coming to the accounting and regu- 
latory issues pertaining to the way in 
which outstanding dues are being 
treated, as on June 30, 2008, while some 





banks have entered the amount waived 
in the suspense account, some other 
banks have classified the amount under 
'other assets'. The general feeling among 
PSBs is that RBI should have permitted 
banks to show the amount waived as 
'other assets' at the book value till the 
amount is reimbursed by the govern- 
ment and the assets should be eligible 
for zero risk weight. Prudential norms 
require such receivables to be shown at 


NPV (Net Present Value) and thus the 

calculation of NPV would pose difficulty, 
as the government has not indicated a 

definite time frame for reimbursement. 

To conclude, there is still a lack of clarity 

on some key issues, and till such time as 

these are resolved, only a partial assess- 

ment can be made regarding the impact 

of the scheme on banks.» 
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й banking industry in India is al- 
ready global in many ways. Most 
banks have international offices and 
branches, and almost all the banks 
have excellent correspondent arrange- 
ments with leading banks abroad. With 
the opening up of the Indian economy in 
1991, these have become a necessary 
part of bank expansion, going towards 
meeting the expectations of the corpo- 
rate clientele. 

The word 'globalization' can be used 
in many contexts. It can include the 
function of being an international bank- 
ing conglomerate having the where- 
withal to put through complex deals 
like swaps and syndication through a 
variety of instruments. These entail 
membership and expertise in various 
organizations dealing in these securi- 
ties. Mostly, however, these instru- 
ments are the result of ‘across-the- 
counter’ deals, where default risk and 
operational risk need to be looked into. 
Another area where a bank is truly glo- 
bal is in its ability to have ready access 
to the euro markets and loan/deposit 
transactions in currencies not its own. 


innovative products 

Subject to regulatory constraints, one 
yardstick of globalization is the number 
of new products and services that we are 
able to offer. Basically, the idea is to give 
the customer an opportunity to be able to 
participate in the market abroad, with- 


out directly doing so. This entails having 
a strong intermediary and this is where 
the bank comes in. This includes setting 
up new portfolios based on stocks 
abroad, derivatives transactions, and 
participating in the euro market. 

As per the Capital Assets Pricing 
Model, we have an efficient frontier 
which delineates all the possible portfo- 
lios for a given level of risk and return. 
The attempt by the financial market 
has been to introduce new products 
which seek to outperform the conven- 
tional products and yet give the inves- 
tors a great amount of liquidity. 

Berger Allen N, Deyoung Robert, | 
Genay Hesna, Udell Gregory, in their 
study on globalization of financial insti- 
tutions address the causes, conse- 
quences, and implications of the cross- 
border consolidation of financial insti- 
tutions. They reviewed several hundred 
studies, providing comparative interna- 
tional data, and estimating cross-bor- 
der banking efficiency in France, Ger- 
many, Spain, the UK, and the US dur- 
ing the 1990s. They found that, on an 
average, domestic banks have higher 
profit efficiency than foreign banks. 
However, banks from at least one coun- 
try (the US) appear to operate with 
relatively high efficiency both at home 
and abroad. If these results continue to ` 
hold, they do not preclude successful in- : 
ternational expansion by some finan- 
cial firms, but they do suggest limits to 
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‚ global consolidation. Let us now look at 
jhe various vistas of globalization. 


Investing abroad 
The great opportunity for cash-rich com- 
panies is to invest abroad, either in 
terms of full takeover of companies or 
merely as investors in a bouquet of secu- 
rities. In India, many companies have 
become global players and have entered 
into deals in recent months involving bil- 
lions of dollars for takeover and joint 
venture partnership. These require an 
active banking partner to put the deal 
through, have a proper valuation done, 

_ and have the combination of securities to 


| _ 2 us | _ 4 be issued to make the scheme workable. 


Project finance 

Another area that is capturing world 
attention is the mode of project finance 
for major projects, particularly in the 
infrastructure sector. The advantage of 
this sort of financing and risk-sharing is 
that the stakeholders are not merely 
concerned about their respective finan- 
cial stake but also get involved with 
some portion of the operational risk. 
Banks have a crucial role to play in 
structuring a deal of this nature and in 
supporting the venture with buffer fi- 


nancing. 
Loans in other currencies 


. „Most companies have considerable ex- 
ў posure to multinational funds. The ех- 
tent of operational and economic expo- 
sure faced by a company in a particular 
country gives a lead to the hedging policy 
it would want to take up. Hedging can be 
done through forwards and futures, or 
options. Money market borrowing in the 
country where the exposure is to take 
place will result in interest and bullet 
payments being made in that currency 
thereby acting as a hedge. This is one 
area where banking has to take a helping 
hand by making available cross-country 
loans at comparable rates of interest. 


Currency swaps 
i Companies also indulge in currency 
swaps for the twin purpose of managing 
exposure and for managing interest 
dues. Currency swaps work on an over- 
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the-counter basis or as a result of swaps 
by the intermediary bank. Either way, an 
intermediation is required for bringing 
the two parties together and to manage 
the risk of the transaction. Default risk 
is a vivid possibility in such cases and 
the intermediary plays a role in taking 
over this risk at a price. Banks can play a 
crucial role in this intermediation. 


Multinational netting 

Companies with operations in multiple 
currencies manage their overall expo- 
sure by estimating respective flows in 
each separate currency and by netting 
these against each other to the extent 
possible. Sometimes, the netting is 
based on future requirements of outlay. 
Netting assumes a free flow of currency 
and also a facility to be able to set off 
one against the other. This is greatly fa- 
cilitated by the global bank. 


Multinational capital budgeting 

The challenge many companies face in 
deciding upon a new project abroad is 
that the appraisal methods followed do- 
mestically cannot be readily used for 
these situations abroad. Capital bud- 
geting abroad involves a subsidy (some- 
times guaranteed by the bankers), tax 
implications, repatriation issues, work- 
ing capital issues, money market loans 
taken for exposure management, etc. 
These need to be factored in to get a 
proper appraisal done. The presence of a 
global banking partner for this is a must. 


International portfolio 
management 

Increasingly, companies are finding 
good avenues to outperform conven- 
tional risk-return combinations by hav- 
ing a portion of their regular treasury ac- 
tivities centered around instruments 
from abroad. This can take the shape of 
direct investment in securities abroad, 
participation in mutual fund schemes, or 
lending or borrowing in the growing euro 
market. Further, international mutual 
funds, which can result in transporting 
returns from one market to the other, ex- 
ist. Thus, investors in India could partici- 
pate, subject to regulatory restrictions in 
the stock market performance of another 


country through the medium of the mu- 
tual fund. This factor, along with swaps, 
results in the total creation of a new risk- 
return combination. Without the pres- 
ence of the banker who is a global player 
this cannot be done. 


Euro market instruments 

The euro markets work on the premise 
that funds do not go away from the par- 
ent country but the right to funds wil 
get transferred. This is an active mar- 
ket and one that has resulted in a lot ef 
popularity. Raising money abroad 
through the euro process has also been 
done by a number of companies abroad. 
These may prove cost-effective to the 
companies concerned because of a vari- 
ety of economic considerations. A global 
banking partner is required to syndi- 
cate such arrangements. 


Derivative instruments 

А variety of derivative instruments are 
available in the market both in the orga- 
nized and the over-the-counter sag- 
ments. Corporate players use these in- 
struments for hedging and for optimiz- 
ing portfolios. Sometimes, fancy combi- 
nations of derivative instruments are 
entered into for the purpose of mimick- 
ing and for creating a synthetic portfelio. 
The role of exotic and customized options 
is very wide here. These instruments, 
when done with no speculative intent, 
have a continuous backing of assets, 
which may be dynamically adjusted in 
some cases using data estimation. For 
this dynamic investment, the existence 
of a globally present banker helps а lot. . 


Structured products 

А significant development in recent 
years has been the growth of structured 
products like collateralized debt obliga- 
tions, asset-backed securities and 
mortgage-backed securities. These in- 
volve creating a structure and Шеп find- 
ing a market for the derivative product. 
Pricing issues and risk management. 
are crucial elements in the transaction. _ 
Global banking plays a crucial role- 
here—as the syndicating bank for such 
instruments, as the medium of sale, 
and in generally rating the various 
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trenches to these products. In India, we 
have not had many transactions of this 
nature, and it is up to the banks to tone 
up their skills to meet the demands 
world over, which could be used by the 
Indian corporate. Of course, the 
subprime crisis in the US has slowed 
down the popularity of the instruments, 
but it is to be expected that these wil] 
re-emerge as strong instruments. 


Indian situation 
Actually, there is no Specific condition or 
set of conditions that can make a domes- 
tic bank grow to the global status. Glo- 
balization is the sum of practices that 
domestic banks have which transcend 
the boundaries and involve-other curren- 
cies and countries. That way all our 
banks are already global. However, the 
following areas need to be addressed: 
> The regulatory and risk manage- 
ment practices need to be stream- 
lined to fall totally in line with inter- 
national standards. This is a mat- 
ter both of internal administration 
as well as macro legislation. This in- 
volves having a string of derivative 
and general instruments in the mar- 
ket. No capital market can be called 


ments are available for trade and are 
used extensively. In India, recently, 
we have introduced exchange futures 
and other futures contracts like in- 
terest rate futures. Further, the 
banking industry in the country 
should have both the regulatory per- 
mission and the administrative 
strength to involve themselves in 
overseas mature financial markets. 
> Developments regarding financial 
instruments and markets need to 
be updated in the training scheme 
of banks. Basically, most of these 
instruments have relevance in iso- 
lation, but in a combination as- 
sume a different purpose. For in- 
stance, it would be possible to 
mimic a swap transaction with an 
over-the-counter collar by adjust- 
ing the strike prices suitably. A 
swap can be unwound or substi- 
tuted with a series of Forward Rate 
Agreements of futures contracts. 
Ап option combination, like a but- 
terfly spread, can be entered into 
based on market volatility esti- 
mates. The above are just a few ex- 
amples of the variety that deriva- 
tives have given us. But the practi- 


stances in which these tools coulc 
be effectively put to use. 

> It is imperative that we have suit- 
able controls in place to check exces- 
sive exposure to global banking. The 
risks cannot be easily ascertained 
and sometimes huge losses could 
result out of a few transactions, 
Controls take the shape of internal 
regulation of individual banks re- 
garding their policy on exposure and 
risk as well as an overall regulation 
regarding the maximum exposure 
that banks can be subjected to. 


Conclusion | 
The time has come for Indian banking to 5 
become truly global, The advantages are 
twofold: from the perspective of the In- 
dian corporate world, this gives a ready 
access to the complex financial markets 
abroad; and from the perspective of the 
country, it throws open avenues for funds 
to be deployed in Indian funds and ven- 
tures. However, the skill set needs to be 
toned up to match international expecta- 
tions. Also, sufficient regulatory steps 
need to be taken to make the activities of 
banks not to become too risky.= 
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Opportunities and Challenges 


Islamic banks are facing challenges to sustain the growth they have 
experienced so far. In order to remain competitive, Islamic banks have 
lo get back to their basic goal of providing Shariah-compliant financial 
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alternatives to the Muslim population. 


Me its official launch in the 1970s, 
Islamic Banking has experienced 
rapid international growth and accep- 
tance. Today, Islamic financial products 
are available in nearly all Muslim ma- 
jority countries as well as other devel- 
oped and developing countries, includ- 
ing India, Singapore, South Africa, the 
UK and the US. 


However, while the System contin- 
ues to grow, there are some critics who 
are questioning its long-term 
sustainability. A common mistake 
made by detractors is to compare and 
evaluate the Islamic banking system | 
with conventional banking principles, ^ 
These critics fail to grasp the principles 
guiding the Islamic banking system and 
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the context in which this system oper- 
p It is, therefore, important at the 
outset to differentiate between the 
capitalist economic system and the Is- 
lamic economic system under which Is- 
lamic banks operate. In a capitalist sys- 
tem, capital and entrepreneurs are 
treated as two separate factors of pro- 
duction. The return on capital is inter- 
est, whereas the entrepreneurs' return 
can be profits or losses. While interest 
is a fixed return for providing capital, 
profit can only be earned after distrib- 
uting the fixed return to land, labor and 
capital (in the form of rent, wage and 
, interest). Thus, the capitalist system 
{ seems to favor capital investors by pro- 
'viding them a secure return while the 
entrepreneurs bear the risks of incur- 
ring losses and still making interest 
payments on borrowed capital. 

In comparison, Islamic economic 
system does not consider capital and 
entrepreneur as separate factors of pro- 
duction. It believes that every person 
who contributes capital in the form of 
money to a business venture assumes 
the risk of loss and therefore is entitled 
to a proportional share in the actual 
profit. The system is protective of the 
entrepreneur, who in a capitalist 
economy would have to make fixed in- 
terest repayments even when the ven- 
ture is making a loss. Capital has an 
intrinsic element of entrepreneurship 

/ во far as the risk of the business is con- 
 cerned, and therefore, instead of a fixed 
return as interest, it derives profit. The 
more the profit of the business is, the 
higher the return on capital will be. 
With no fixed interest repayments, the 
profit in an Islamic economic system 
would be higher than in the capitalist 
economy. The system ensures that prof- 
its generated by the commercial activi- 
ties in the society are distributed 
equally amongst those who have con- 
tributed capital to the enterprise. 

The way money is valued in the two 
systems is another area of differentia- 
tion. Historically, gold was used for 
imaking payments in trade. But with 
increase in trade, carrying large 
amounts of gold was not feasible and 
thus paper money was used to repre- 
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sent the value of gold. Over time, the 
gold standard was dropped, and today 
we tend to use a free floating monetary 
system. Therefore, money has no intrin- 
sic value; it is only a medium of ex- 
change, and earning interest on a me- 
dium of exchange without bearing any 
risks does not fit well in the Islamic sys- 
tem. Also, it is the speculative behavior 
ofthe market that determines the value 
of currency, creating uncertainty 
(gharar), which is against the Islamic fi- 
nancing principles. Islamic financing on 
the other hand is an asset-backed sys- 
tem. When a financier contributes 





money on the basis of the Islamic fi- 
nancing instruments, it is bound to be 
converted into assets having intrinsic 
value. Thus, the Islamic banking sys- 
tem is much stronger than the conven- 
tional banking system. 

But for all its strengths, Islamic 
banking only accounts for a small share 
of the potential Islamic market. Coun- 
tries like Malaysia and Pakistan have 
set targets for converting 15-2046 of all 
banking transactions into Islamic 
banking transactions. Even these tar- 
gets are modest, considering that Is- 
lamic financing was introduced as an 
alternative in the early 1970s. For Is- 
lamic banks to grow and become more 
competitive in the future, they have to 
be able to overcome certain challenges. 
The biggest challenge faced is the lack 
of uniformity in the system's applica- 
tion. Historically, profit and loss shar- 
ing instruments such as Mudaraba and 
Musharaka were considered the truest 
form of Islamic financing products. In 
order to avail a larger share of the com- 
mercial transactions, some Islamic 
banks introduced new products which 
would help bring in customers of con- 
ventional banks. These included prod- 
ucts like Murabaha which relies on the 


Islamic banks have recently taken a number of 
Steps to sustain their growth and development. 





‘cost plus mark-up’ principle. Products 
like Murabaha have clouded the au- 
thenticity of Islamic financing as some 
banks are guaranteeing returns under 
this system. These banks are justifying 
these moves by declaring that since Is- 
lamic finance is in its infancy such prod- 
ucts are needed to provide the required 
stimulus to the system, and as the sys- 
tem matures these products will be 
phased out. Unfortunately, such prod- 
ucts not only contradict the principles of 
Islamic finance, they also weaken the 
system’s future growth. Today, profit 
and loss sharing instruments make up 





less than 10% of all Islamic banking 
transactions with a majority of transac- 
tions taking place under the Murabaha 
system. 

Another challenge facing Islamic 
banks is that they are ‘too liquid’. Un- 
like conventional banks, Islamic banks 
cannot lend money and charge interest. 
They must convert money into assets 
and earn profits from its use or sale. 
Thus, they end up with large amounts of 
money which have not been invested 
and therefore not earning a return. To 
overcome this problem, Islamic banks 
have in the past invested in commodi- 
ties like steel. Banks would utilize the 
money deposited in banks by customers 
to purchase steel and then trade it in 
the steel market for a profit. While this 
is an acceptable form of profit earning, 
banks are cautious not to overinvest in 
such commodities. 

In response to these challenges, Is- 
lamic banks have recently taken a num- 
ber of steps to sustain their growth and 
development. Islamic banks have ex- 
panded their investment scope and 
have started investing in Islamic Real 
Estate Investment Trusts (REITs). 
Taking the example of Japan and Aus- 
tralia where REITs have been widely 
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used, Islamic banks are investing in 
large shopping complexes and renting 
out shop space for commercial activities. 
This allows the banks to convert money 
into a physical asset and earn rental 
from the investment. The growth of Is- 
lamic REITs in Malaysia has opened up 
a new avenue for Islamic banks in other 
countries to follow this lead. 

On the regulatory side, Islamic 
banks are facing more standardized 
rules and procedures. The Islamic Fi- 
nancial Services Board (IFSB) was cre- 





EXPERT. 
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ated in Malaysia with the aim of estab- 
lishing rules and procedures for Islamic 
banks. In particular, these regulations 
will provide guidelines for Islamic 
banks in terms of governance and will 
aim to overcome differences in accept- 
able forms of Islamic financing. These 
guidelines would be applied universally 
with the aid of the central banks of na- 
tions where Islamic banks operate and 
will lead to uniformity in application. 
In summary, 30 years after the offi- 
cial launch of Islamic financing, Is- 





lamic banks are facing challenges to , 
sustain the growth they have ри) 
enced so far. In order to remain com- 
petitive, Islamic banks have to get 
back to their basic goal of providing 
Shariah-compliant financial alterna- 
tives to the Muslim population. By fo- 
cusing on serving the population, Is- 
lamic banks can build a strong and 
bright future for themselves. 
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The default in the banking industry 
has been freedom from regulation, 
with regulators trying to make 
amends in the wake of crises. 
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very other day, the crisis in the glo- 

bal banking system claims а new 
victim. Bear Stearns and Northern 
Rock have already passed into the an- 
nals of history. Capital calls at 
Citigroup, Merrill Lynch, Barclays and 
the Royal Bank of Scotland Group are 
old news. Today, we are grappling with 
the implications of court rulings about 
auction rate securities in the US. Soon, 
Fannie and Freddie, the twin pillars of 
the US mortgage financing system will 
de facto be nationalized—by a Republi- 
can administration, no less—and down 
the road they may be consigned to his- 
tory books as well. 

It is difficult to imagine that just a 
few years ago, the banking industry was 
flush with optimism and wheels of fi- 
nancial engineering were turning 
smoothly, with not a wrinkle in sight. 
Just think of the US. The Glass- 
Steagall Act had fallen by the wayside, 
reversing the shotgun separation of tra- 
ditional banking and underwriting ac- 
tivities. Interstate branching regula- 
tions had been swept aside and interna- 
tional banking was on the rise, giving 
banks access to new markets. Greater 
information sought by new accounting 
rules and calls to adhere to Basel capi- 
tal norms were offset by the ability of 
banks to use models instead of market 
prices for fair value estimation and for 


marking portfolios to ‘markets’. Sun 
was shining, spring was in the air, and 
everything seemed possible; the regula- 
tors had been tamed and the creative 
beasts of banking had been set free. 

It was easy to forget that regula- 
tions may not have been the problem to 
begin with. The default in the banking 
industry has been freedom from regula- 
tion, with regulators trying to make 
amends in the wake of crises. It is 
equally easy to forget that financial lib- 
eralization is often what precipitates 
the crises. Sticking to the US banking 
industry, abode of the original е" 
іп the current saga of injudicious mort- 
gage financing and the subsequent credit 
crunch, the Federal Reserve System was 
created in 1913 only after a crisis in 
1907 demonstrated that not having a 
central bank might not be a wise idea 
after all. The aforementioned Glass- 
Steagall Act, which essentially sepa- 
rated commercial and investment bank- 
ing (and insurance underwriting) activi- 
ties, and the Federal Deposit Insurance 
Corporation Act aimed at preventing 
bank runs, were enacted in 1933, as a 
reaction to the banking crisis that ac- 
companied the Great Depression. 

For decades after that, there were i 
no major legislations regulating bank- / 
ing activity in the US. There are no 
prizes for guessing why; in the after- 
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math of the World War II, the US 
economy grew rapidly and the Bretton 
Woods system involving fixed exchange 
rates presided over tranquility in the fi- 
nancial systems of the industrialized 
world. Dark clouds started gathering 
over the economy from the late 1970s, 
as it struggled with the rising deficits 
arising from the Vietnam war. The 
Bretton Woods system, in intensive 
care since 1967 when Britain devalued 
its currency, was eventually abandoned 
in 1973. This was followed by the 
OPEC-driven oil price shock, and high 
inflation rates became the scourge of 
large parts of the world. The high infla- 
tion rate combined with the ideas of lib- 
eralization and competition that under- 
pinned the Reaganite and Thatcherite 
ideals of the 1980s paved the way for 
the banking crisis of the 1980s. 

First, the Monetary Control Act of 
1980 all but abolished Regulation Q 
which imposed a cap on the interest 
rates that US banks paid on deposits. 
This act of liberalization was aimed at 
providing a level playing field in an en- 
vironment where they were losing busi- 
ness to money market mutual funds. 
Next, the Garn-St. Garmain Act of 1982 
gave banks and the savings and loans 
associations wider latitude for commer- 
cial and consumer lending. Finally, 
FDIC coverage of deposits was raised 
from $40,000 to $100,000. As banks 
and thrifts competed for business in a 
liberalized environment, and one in 
which moral hazard by way of deposit 
insurance had been exacerbated, in- 
vestment in junk bonds and real estate 
jumped significantly. The problem was 
exacerbated by tax reforms that in- 
creased returns on investment in com- 
mercial real estate. The commercial 
real estate boom came to an end in the 
early 1980s, and by the end of the de- 
cade, the US had witnessed crises in 
both the savings and loans and banking 
industries. Of the 4,039 thrifts that 
were in operation in 1980, 1,300 were 
closed bv 1985, and the number of failed 
banks exceeded 250. 

The regulators reacted to the crisis 
by imposing prudential regulations; the 
Basel era of bank regulations made its 
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way into our lexicon. In addition, lend- 
ing activities of thrifts were reined in 
again by way of the Financial Institu- 
tions Reform, Recovery and Enforce- 
ment Act of 1989, and efforts were 
made to reduce the moral hazard induc- 
ing effects of deposit insurance. The 
FDIC Improvement Act of 1991 re- 
quired the FDIC to impose risk-based 
premia for deposit insurance and (os- 
tensibly) restricted the use of the too- 
big-to-fail policy. Emboldened by the 
soundness of the new regulatory setup, 
concessions were also made to the 
banking industry. As noted above, the 
Glass-Steagall Act that separated com- 
mercial and investment banking, and 
the McFadden Act that restricted inter- 
state branching were consigned to his- 
tory books. Another round of competi- 
tion, expansion, boom and bust had be- 
gun. Last year, we tasted the first fruits 
of that now-familiar cycle. 

Where do we go from here? The 
regulators are caught in an unenviable 
position. On the one hand, they hope 
that the de facto nationalization of 
Northern Rock in the UK and Freddie 
Mac and Fannie Mae in the US are a 
one-off strategic decision that would 
not have to be replicated across the 
banking industry and around the 
world. A nationalized banking sector 
has its own problems, especially in 
contexts where politics prevails over 
economics, such that resource alloca- 
tion from public sector banks is often 
not on the basis of project viability and 
productivity. On the other hand, as pri- 
vately-owned banks compete with each 
ether for resources and business, they 
have to find ways to ensure that the 
bank managers have the incentive to 
behave prudently, so as not to make 
cpportunistic decisions that maximize 
their own benefits, at the expense of 
other stakeholders like the taxpayers 
who have to eventually foot the bill in 
the event of bailouts and bank failures. 
The challenge for the regulators is ex- 
acerbated by the fact that, unlike in 
other industries, exit of weak banks as 
part of a Schumpeterian process of cre- 
ative destruction is usually not war- 
ranted for the banking industry be- 


cause of potential problems with the 
payments system, among other things. 

Ifthe current crisis is anything to gc 
by, neither fair value accounting nor 
Basel norms about capital adequacy 
are sufficient to stave off a banking cri- 
sis. Worse still, Basel norms help pre- 
cious little during times of growth wher 
most assets can be deemed sound, but 
they exacerbate a bank's problems dur- 
ing a downturn as asset quality de- 
clines for reasons that are completely 
unrelated to a bank's prudence and the 
quality of the borrowers. For example, 
the credit crunch in the UK and the US 
has contributed to house price declines 
of over 10% over the past 12 months. As 
house prices fall, even homeowners with 
steady jobs and no obvious liquidity 
problems might become major risks for 
the banks on account of negative equity, 
i.e., when the market prices of the 
homes that act as collateral to the 
mortgages fall below the outstanding 
value of the mortgages. 

Some scholars have argued that per- 
haps banks should be allowed to insure 
themselves against declines in their 
capital ratios that are triggered by asset 
write-offs, and that the premia for these 
insurance products could be risk-related. 
The problem with any insurance product 
is that it does not eliminate risk itself, 
and merely passes the risk on from the 
originator to the insurer, with the hope 
that the insurer would be able to bear it 
better, either because its portfolio is bet- 
ter diversified or because it has deeper 
pockets. Further, this strategy presup- 
poses that the risks can be identified ac- 
curately so as to penalize banks that be- 
have imprudently. If risks were easy to 
identify, then the current set of Basel 
capital norms and risk-based premium 
for deposit insurance would themselves 
have worked, and this discussion would 
have been moot. 

The way forward possibly lies in 
harking back to the past, i.e., to a re- 
gime with fewer market-based regula- 
tions and more ‘hands on’ regulations, 
with a few contemporary twists. To be- 
gin with, there could be caps on collat- 
eral-to-loan ratios. Next, there could be 
restrictions on related party transac- 
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tions of banks, thereby narrowing or 

losing the loophole whereby banks 

assed on risky assets to related spe- 
cial investment vehicles, thereby keep- 
ing their own balance sheets clean and 
their ability to lend unimpeded. Fur- 
ther, the credit rating industry can be 
revamped to reduce or eliminate the 
possibility of lax oversight on the part of 
these agencies who are paid for their 
services by the originators of securities, 
mortgage-based or otherwise, rather 
than by the final owner of the assets. 
Finally, given the now explicit guaran- 
tee of the banking liabilities provided 
Бу taxpayers, regulators can and should 
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insist on board participation at banks 
in the form of independent directors, 
perhaps with automatic membership of 
credit and audit committees. 
Regulation is supposed to pre-empt 
crises. Unfortunately, as far as the 
banking industry is concerned, regula- 
tors play catch up with industry trends, 
reacting to crises with legislations and 
laws, and easing their grip over the sys- 
tem when the going is good. This is not 
too surprising, perhaps. In most coun- 
tries, regulators are ultimately chosen 
by politicians, and politicians loathe to 
rock the boat when the going is good, 
choosing to react only when crises 





strike. Salvation, to the extent possible, 
therefore lies in not letting the industry 
get too far ahead of the regulators, and 
they can only ensure that by being insid- 
ers who are privy to business models 
and decisions taken by the banks. This 
sounds heretic in an era where private 
ownership and entrepreneurship reign 
supreme. But then, in the aftermath of 
the nationalization of Northern Rock, 
Freddie and Fannie, is not the quasi 
public nature of the banking sector at 
large not blasphemy itself for the be- 
lievers in the laissez faire doctrine?s= 
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pos rates have a significant role 
to play in any economy. The growth of 
the economy and interest rates tend to 
be inversely related with the latter 
amongst other things being used as a 
tool to contain inflation. Globally, Cen- 
tral Banks rely extensively on the inter- 
est rates to lead the economy in the de- 
sired direction, with a few also resorting 
to reserve management for quicker re- 
sults. The Central Banks administer 
the interest rates through the banking 
sector, whose intermediation activities 
have a direct impact on the economy. 

The Indian economy was on a roll 
for the last three years, with the GDP 
growth rate of 946 plus, inflation de- 
clining from 6.37% in January 2007 to 
a low of 3.07% in October 2007 and the 
yield on the 10-year Gol benchmarks 
going below 7.50% in January 2008. 
The Indian growth story funneled in- 
creased inflow of funds in the form of 
Foreign Direct Investments (FDI). For- 
eign Institutional Investors (FII) also 
stepped up activity and the stock mar- 
ket touched frenzied heights. Forex re- 
serves, which were at abysmally low 
levels during the 1990s, touched a high 
of $316 bn. 


The continuous growth stoked infla- 
tion to a 16-year high of 12.63%. The 
inflation was more a supply side one, 
contagion of the global phenomenon, 
and hence fiscal steps had limited ef- 
fect. Commodity prices soared, particu- 
larly the oil seeds, pulses, edible ails 
and other agricultural produces, affect- 
ing the common man. RBI was faeed 
with the dichotomy of containing infla- 
tion at the cost of growth and consider- 
ing the wider ramifications of inflation, 
RBI chose to moderate inflation. The 
Central Bank had to step in with both 
quantitative and qualitative measures. 
RBI hiked Cash Reserve Ratio (CRR— 
on which no interest is paid) on bank 
deposits, from 5.50% in January 2007 
to 9.00%. Repo rate, the rate at which 
banks can borrow funds from RBI 
against eligible securities, was raised 
from 7.25% in January 2007 to 9.00%. 

The action of the RBI in containing 
inflation impacts the performance of 
the banks. While the RBI stance in rais- 
ing the repo rate is a signal for banks to 
make credit costly and thus slow down 
credit expansion, a CRR hike impounds 
a higher percentage of the deposits with 
bank reducing the availability of 
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deployable funds. This action of RBI is 
also aimed at containing the expansien 
of M3. 

The CRR hike increases the cost of 
existing as well as incremental depos- 
its and a deposit rate hike by banks fur- 
ther accentuates the problem, since the 
increase of cost on the liabilities side 
cannot be passed on to all categories of 
credit/asset classes, particularly the 
priority sector. Moreover, the increase 
in interest rates could see a lower credit 
demand, which of course is intended by 
RBI. This would put pressure on the Net 
Interest Margin (NIM-spread between 
cost of funds and return on deployment) 
of banks, which would endeavor to at 
least sustain the current level of NIM, if 
not to improve them. This would neces- 
sitate deployment of credit at higher 
rates, which could lead to adverse selec- 
tion of borrowers. 

With inflation at 12% plus, the real 
return on deposits with banks, offering 
pre-tax returns of 10% to 10.50% has 
turned negative. The tax efficient post 
tax returns of 10.00% to 10.50%, from 
mutual funds (Fixed Maturity Plans or 
FMPs) have seen huge flows from 
corporates and individuals. At the end 
of August 2008, the flows into the FMPs 
of the mutual fund industry are esti- 
mated at Rs 1.20 lakh cr. Some part of 
this money has come back into the 
banking system with mutual funds in- 
vesting in Certificate of Deposits (CDs) 
at higher interest rates. 

Banks are constrained from raising 
their deposit interest rates any further 
without denting their bottom line, and 
therefore, it has become imperative for 
banks to raise their level of CASA de- 
posits (Current Account and Savings 
Account). Given the competition by mu- 
tual funds in large cities, banks will 
have to exploit the efficiency of their 
network and focus on semi-urban and 
rural areas to garner low-cost deposits. 

As the demand for liquidity has in- 
creased, the short-term rates have 
hardened more than the long-term 
rates, and the yield curve has inverted. 
Apparently, the investors will also in- 
vest with banks in short-term where the 
interest rates are higher. This, there- 
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fore, accounts for the investment of mu- 
tual funds in the CDs, where banks are 
forced to offer higher interest rates. 

In this scenario, there is an urgent 
need for the banking system to revive 
the Bill Rediscounting Scheme (BRDS), 
which will help in further augmenting 
reserve free (without CRR/SLR obliga- 
tion) resources at very efficient rates 
from the money market. 

Retail credit is assessed on the re- 
payment capacity, viz., EMI paving ca- 
pacity of the borrower. The hike in inter- 
est rates would increase the EMIs and 
therefore this class of assets could see 
increasing defaults. Banks should pru- 
dently consider part/full prepayment to 
avoid defaults and become selective in 
future deployments. Slowdown is al- 
ready seen by some banks in the per- 
sonal loan, auto loan and housing loans. 

Banks are required to park their 
Statutory Liquidity Ratio (SLR) re- 
quirements up to 25% of net demand 
and time liabilities in approved (Gov- 
ernment) securities. In the absence of a 
liquid benchmark, the bonds are mostly 
issued at fixed rates, a majority of 
which is held in Held to Maturity 
(HTM) category and valued at cost. 
Some portions are also retained in 
other categories, viz., Available for Sale 
(AFS) and Held for Trading (HFT) for 
taking advantage of interest rate move- 
ments, which is subject to Mark to Mar- 
ket (MTM). All Non-SLR instruments 
(including Shares, Bonds, Debentures, 
Mutual Funds, etc.) have to be neces- 
sarily placed in AFS/HFT categories. 
Given the inverse relationship between 
interest rates and bond prices, the 
MTM valuation in a high interest rate 
scenario would result in higher provi- 
sion requirements for the bank and the 
depressed results of most of the banks 
during the first quarter of June 2008 is 
a fallout of this impact. 

This emphasizes the need to de- 
velop and popularize a liquid floating 
benchmark which would encourage is- 
sue of floating rate bonds, enabling 
swaps freely between fixed and floating 
rate bonds with a benchmark like the 
LIBOR in international markets. Since 
a floating rate bond gets re-priced at 


periodical intervals, market interes 
rates have very little impact on it 
price. The MIBOR in the Indian contex 
is hardly used for issuing floating rat 
bonds. The rupee derivative market 
though developed and active, ha: 
mainly revolved around the Overnigh 
Index Swap (OIS) benchmark, whicl 
varies slightly from the movement ii 
the G-Sec yield curve and thus does no 
conform to a perfect hedge in a swap. 

Increases in interest rates affect th: 
sentiments in the stock market, an« 
funds tend to move from the stock mar 
ket to the debt market. Coupled witl 
steep rise in inflation, the impact on th: 
capital markets has been considerable 
FIIs started exiting the capital mar 
kets, resulting in fall of key equity indi 
ces by about 35%. This also had an im 
pact on the equity portfolio of bank: 
with value depreciating, warrantin; 
MTM provisions. However, some bank 
may have escaped the mark to marke 
losses from appreciation gained in in 
vestment made in strategic or othe 
companies during the yesteryears. 

All the commercial banks in Indi. 
have to compulsorily migrate befor 
March 2009 to Basel II norms, wher 
the capital requirements are highe 
mainly on account of the additiona 
capital requirement for operationa 
risk. Given the current bearishness ii 
the stock markets, raising equity capi 
talis a very challenging task. Even rais 
ing capital through subordinate debt fo 
capital augmentation will be at a pro 
hibitive cost, particularly since ther 
will be a lot of crowding in this segment 

The capitalization requirements c 
banks are likely to lead to consolida 
tion, with mergers and acquisitions о 
smaller banks with larger ones. Thi 
would augur well for the domesti 
banks, considering the entry of more for 
eign banks from 2009-10. 

Thus, the banks are very delicatel 
poised to expand their balance shee 
size, maintain if not improve thei 
МЇМ», contain and reduce the credit de 
faults and look beyond interest sensitiv 
assets to shore up their bottom line.» 
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rom its early beginnings as a purely 

development-oriented sector, 
microfinance has, over the years, trans- 
formed into a profitable industry and 
is increasingly perceived as an emerg- 
ing, double bottom line asset class 
that has the potential to generate 
equal, if not better, returns vis-à-vis 
existing traditional investment op- 
tions, while satisfying essential devel- 
opmental objectives. 

Once the domain of socially moti- 
vated philanthropic initiatives and de- 
velopment finance institutions, the in- 
dustry has transitioned into an impor- 
tant player, addressing a crucial miss- 
ing market at the base of the economic 
pyramid in a highly profitable manner. 
Initial fears of mission drift are gradu- 
ally giving way to an acceptance of com- 
mercial microfinance, albeit with con- 
cerns such as those raised when Banco 
Compartamos, a Mexican microfinance 
bank, listed in April 2007, offering 30% 
of its equity worth $467 mn on stock 
markets in US and Mexico. 

One look at the economics and it is 
not difficult to understand why this 
grudging acceptance will turn into 
wholehearted support sooner rather 
than later. To achieve its full potential 
as an effective tool to alleviate poverty 
the industry has to scale up and increase 
outreach. According to a McKinsey re- 
port, globally, *Microfinance Institu- 
tions (MFIs) serve about 100 million 
borrowers and an average loan size of 
$170 pegs the total market size at $17 bn: 
yet the potential demand is 15 times 
the current market—estimated at 1.5 
billion, or half the 3 billion global work- 
ing poor, i.e., $250 bn.” 

While development-oriented institu- 
tions, including global foundations, gov- 
ernment aid agencies and international 
financial institutions, have supported a 
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significant portion of the current de- 
mand of $17 bn, it will become increas- 
ingly difficult for these institutions to 
support the exponential growth of the in- 
dustry in the future. “As MFIs’ appetite 
for capital grows exponentially, it is un- 
likely that government agencies and 
non-profit organizations will increase 
their flow of funding proportionately: 
first, they will be faced with competing 
demands for assistance; and, second, 
they will begin to question whether their 
mission is best served by funding finan- 
cial enterprises that are profitable and 
are increasingly transforming into pri- 
vately-owned companies able to attract 
commercial investment,” as quoted by 
McKinsey report. 

The answer therefore lies in com- 
mercial markets, though to tap these 
markets there are some home truths 
that the microfinance industry needs to 
confront. Unlike development-oriented 
soft money that may not be concerned 
with returns, commercial investors 
with double bottom line interests weuld 
look for returns. And this brings us to 
the ‘good housekeeping’ norms that the 
microfinance industry needs to adopt to 
attract capital which will allow it to 
scale, which in turn will help enable 
greater financial inclusion. Therefore, 
the focus here will be on the ideal struc- 
ture for an МЕТ, within the Indian con- 
text, which embodies these housekeep- 
ing practices that will help attract capi- 
tal enabling greater outreach. 


Indian microfinance industry 

While there are a number of fermal 
providers of finance to low-income 
groups in India (including Regional 
Rural Banks, cooperative banks, 
postal banks), the two models that 
continue to dominate the space include 
the NABARD-SHG Linkage program 
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and individual private MFIs that oper- 
ate under various legal structures. 

These models have made progress 
and have proven to be successful/sus- 
tainable at an individual level. Hovr- 
ever, working in a disparate manner 
they have not been able to make signifi- 
cant impact given the sheer "size of 
India's poor population" and the "chai- 
lenges of scale and outreach" therein. 
The total microfinance market in India 
is currently estimated to be around 130 
million households (based on 2001 cen- 
sus) which translates to more than 60% 
ofthe country's population. According tc 
World Bank estimates, Indian 
microfinance currently reaches just 
about 4% of the poor directly through 
credit services. Further, in keeping with 
the ‘rural thrust’ of most of the 
government's poverty alleviation poli- 
cies, a majority of microfinance initia- 
tives continue to be concentrated in ru- 
ral areas with negligible efforts to ad- 
dress the problem of poverty and lack of 
sustainable livelihoods in urban areas. 
The following section highlights some of 
the limitations of both the MFI and 
bank-linkage models: 


A) Microfinance Institutions 

The MFI universe, comprising 500 

NGOs, 15 Section 25 companies, 400 

Mutual Benefit MFIs (cooperatives) 

and 20 NBFCs, currently reach 6.7 mil- 

lion households having disbursed 

Rs 1,095 cr as of March 31, 2006. MFIs 

face various issues, including financial 

and operational sustainability and ca- 

pacity challenges: 

Limitations 

> Limited number of top rung MFIs 
and fewer still that operate under 
the NBFC structure making it diffi- 
cult for them to access capital— 
most MFIs in India, in fact even 
some of the biggest, continue to be 
leanly capitalized. 

> Current high cost structures of most 
MFIs have resulted in systemic in- 
efficiencies being passed on to the 
end customer. 

> MFI growth paths are often linked 
to specific ideologies of their 
founders and promoters. 
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> Most players have a concentrated 
focus on credit products alone 
leaving huge unmet demand for 
other financial products and ser- 


vices such as savings, insurance: 


and payment transfer facilities 
among others. This is also due to the 
fact that the current regulatory envi- 
ronment limits their ability to 
offer a wider range of products and 
services. 


> Financial sustainability is a key is- 


sue with most MFIs—an analysis of 
36 leading MFIs shows that 89% of 
the sample were subsidy dependent 
and only 9% were able to cover more 
than 80% of their costs. 

> There are also capacity challenges for 


MFIs which need to be resolved in or- 
der to achieve successful delivery of 
flexible, client responsive and innova- 
tive microfinance services to the 


poor. 
B) SHG-Bank Linkages 


The linkage program currently involv- 

ing 41,082 bank branches and working 

with 22 lakh SHGs has disbursed a to- 

tal of Rs 11,400 cr to 33 million house- 

holds. Even though the linkage program 

has had better success in terms of out- 

reach, there are various challenges in- 

herent in this model. 

Limitations 

> Some SHG programs work well but 
overall there is a lack of SHG stan- 
dards and accountability. 

> Organizations using the SHG model 
cover less than half their costs on 
average; the rest is from grants and 
subsidized funds. 

> The Ministry of Rural Development 
estimates the cost of forming a 
group at Rs 10,000 per group. To 
form an additional one million 
groups, the amount is Rs 1,000 cr 
($220 mn). 


For microfinance operations to make a sizeable 
impact in India, they have to be implemented in a 
concentrated manner on a large scale. 
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> There are issues of quality and 
scalability of SHGs, especially pery 
taining to the graduation of SHGs 
to mature enterprises, which would 
require access to supply chain, link- 
ages to capital markets and to 
production/processing technolo- 
gies. A 2002 Andhra Pradesh Mu- 
tually Aided Society survey in 
eight Andhra Pradesh Districts in- 
dicated that only 17% of groups 
were of adequate quality for bank 
linkages. 


Ideal structure to attract 

commercial capital | 
As discussed earlier, while muchp 
progress has been made by both the 





MFIs and SHG-Bank linkage program, 
these models face severe challenges in 
terms of reach, scale and replicability, 
which result in serious setbacks for the 
future growth of the industry. 

For microfinance operations to 
make a sizeable impact in India, they 
have to be implemented in a “concen- 
trated manner on a large scale, reaching 
the widely dispersed population in both 
rural and urban areas". This requires 
the participation of institutions that: 
> Are ‘publicly regulated’ and super- 

vised. 

> Are ‘financially self-sufficient'—do 
not need subsidies or donor funds 
for growing portfolio. 

> Can ‘cover operating costs’ and com- 
mercial financial costs, risks; return 
a profit after adjustments. 

> Can make the requisite amount о] 
ánvestments in infrastructure and 
human resources’ to overcome chal. 
lenges of outreach. 

2 Can adopt sophisticated but low: 
cost ‘efficient technological plat 
forms. | 

> Can deliver ‘range of customize 
products'—credit, savings, insur 
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ance and remittances—in a cost-ef- 
fective manner. 
> Adopt a ‘business approach’—com- 
mercially funded and externally- 
rated. 

2 Have clear ‘accountable’ ownership. 

> Have qualified, committed govern- 
ing boards and financially 'skilled 
experienced managers’. 

> Bring a corporate culture of ‘effi- 
ciency, transparency, accountabil- 
ity, professionalism and market 
know-how. 

> Can attract ‘equity capital’ that is 
imperative for scale-up, replica- 
bility and increased outreach. 

In the current scenario, all these 
characteristics are embodied in ‘com- 
mercial financial institutions such as 
banks' which possess a number of com- 
petitive advantages compared to other 
microfinance players. 

In recent times, the move towards 
commercial microfinance, especially 
the infusion of equity capital through 
bank sponsored microfinance initia- 
tives, has become a global trend. Over 
the past decade, commercial banks that 
historically tended to stay away from 
microfinance have started to investi- 
gate the market for themselves, discov- 
ering sustainable profits and growth 
opportunities. This has led many for- 
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ward looking banks across the world to 
explore microfinance as a new market 
helps them increase their customer 
base at acceptable profit margins, 
while simultaneously augmenting sus- 
tainable livelihood in their respective 
economies. 

Globally, the demonstrated profit- 
ability of servicing the bottom of the 
pyramid market has encouraged more 
traditional commercial banks to di- 
rectly engage in microfinance, a phe- 
nomena that is referred to as 
'downscaling In fact, the profitability of 
the microfinance business has captured 
the attention of some ofthe world's larg- 
est and wealthiest commercial banks 
and insurers, such as Citigroup, HSBC, 
ING, ABN Amro, Commerzbank and 
Deutsche Bank. Some successful in- 
stances of commercial banks sponsor- 
ing microfinance initiatives include 
SogSesol, a service company model 
adopted by SOGEBANK (Haiti), and 
Real Microcredito, a microfinance-fo- 
cused subsidiary of BANCO ABN 
AMRO Real, Brazil. These, among oth- 
ers, can prove to be useful guides for the 
implementation of commercial 
microfinance principles in India. 

These banks have used direct inter- 
vention in downscaling and restructur- 
ing organizational frameworks to lever- 
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age existing infrastructure, human гє 
sources and relationships. More ойе; 
than not, this entailed creating a sepa 
rate division within the existing organi 
zational structure or sponsoring a Di 
rect Subsidiary which was managed a: 
any other commercial unit, leveraging 
existing infrastructure and human re 
sources of bank with the bank bearing 
the risk and return associated wit} 
microfinance. 

To this end, Yes Bank is committed 
to filling the crucial gap of an institution- 
ally backed pan-India player who can 
provide customized and affordable fi- 
nancial products and services to low in- 
come communities. The bank’s vision 
has resulted in the establishment of ‘Yes 
Sampann’, a specialized division of the 
Bank that is focused on providing an en- 
tire gamut of products and services to 
low-income groups in urban and rural 
India. Set up in technical collaboration 
with ACCION International, which has 
over 30 years experience in microfinance, 
‘Yes Sampann’ aims to use state-of-the- 
art technology, innovative methodolo- 
gies and products to effectively address 
challenges of financial exclusion. 


Conclusion 
The success of the microfinance indus- 
try has attracted significant amount of 
investments, particularly commercial . 
investments, both individual and insti- 
tutional. According to a Consultativet 
Group to Assist the Poor (CGAP) esti- 
mate, foreign capital investment in 
microfinance has grown three times be- 
tween 2004-2006 to stand at $4 bn. In- 
dia itself has seen some of its best 
MFIs, such as SKS and SHARE, being 
infused with private equity from main- 
stream investors in 2007. Even so, there 
are a handful of such MFIs in India and 
while they have a significant role to play 
in the financial inclusion arena, it bears 
reiteration that further development of 
the industry requires bank-owned and 
sponsored entities which can attract 
and effectively deploy commercial capi- 
tal to achieve the scale necessary for 
overcoming challenges of exclusion.» | 


Reference # 01M-2008-10-19-01 






















| Chartered Financial Analyst | 


А 





Т Literacy and Counseling Centers 





In countries with a diverse social 
and economic profile like India, 
financial literacy would guide 
people who have meager 

urces, operate on the fringe, 
and are vulnerable to continual 
downward financial pressures. 


T Shiva Kumar 
lanager, Customer Service 


Dari it (n> 1 AA 
Tali г onaral hi 
риф аепега! Ту 


p, ICICI Bank, М 


() al Т, (5 dalt 
ау ооп 





An Imperative for the Development of 
Financial Markets 





et us talk about one Ranjan Kumar 

who is a family man with three 
dependants and is the only earning 
member of his family, earning 
Rs 10,000 per month. He has XYZ credit 
card, overused his card, crossed the 
limit, and now cannot repay the dues on 
his card, and so receives frequent calls 
from recovery agents and lawyers. 

This is the typical behavior of many 
consumers today despite the develop- 
ment of many financial and banking 
products. Hasty use of the available 
credit facilities and a relatively low un- 
derstanding of the intricacies of sophis- 
ticated financial products have made 
such situations very common. Most 
people lack an expenditure-savings plan 
and hardly save for unexpected situa- 
tions like medical emergencies, mar- 
riage, education and maintenance of 
properties, loss of job or loss in business. 

In view ofthe emergence of many new 
products and procedures, there is a need 
for the concerned authorities to take 
them to the target consumers. In that 
sense, consumers definitely need finan- 
cial literacy and counseling. Also, it 
would be surprising to note that many 
people use a major chunk of their dispos- 
able income to repay their debts. For in- 
stance, a large percentage of credit 
cardholders are indebted to the extent of 
20 to 25% of their annual incomes. 
Therefore, many people need to be edu- 
cated regarding budgeting and saving, 
utilizing and repaying housing loans, 
auto loans, personal loans, usage of 
credit cards and timely payment of their 
dues, and the details of all modern prod- 
ucts introduced by banks and financial 
institutions (like debit cards, demat ac- 
counts, mutual fund products, etc.) 





The Indian scenario 

The Indian scenario is much different 
compared to the global scenario. Even 
today, a large percentage of people live 
in villages and do not have access to 
many new innovative products. Even 
the urban people give least importance 
to the happenings around them. It is not 
uncommon to see many people begin- 
ning their adult lives comfortably, but 
ultimately landing in financial difficul- 
ties. Even educated people borrow, giv- 
ing least importance to their repaying 
capacity. Instead of distributing their 
income to meet future/emergency ex- 
penses, they end up with multiple loans 
for housing, automobile, household ap- 
pliances, furniture, and even holidays to 
foreign locations. By living beyond their 
means, their household savings get af- 
fected. Consequently, they are caught in 
a debt trap, and the ensuing follow-up 
by banks and financial institutions for 
recovery looks like harassment. 

The hidden pride of many consum- 
ers stops them from admitting their ig- 
norance of financial management. Many 
feel investment decisions could be taken 
with the help of some financial experts 
rather than wasting their time on it. 
They only sign documents at the places 
marked without even taking an effort to 
read the contents or understand what 
they are signing. The common excuse of 
lack of time often results in ineffective 
and poor financial decisions. Many a 
time, they end up in situations which 
make them embarrassed of depending 
on others to manage their finances. 


What is financial literacy? 
According to RBI, financial literacy or 
financial education can be defined 
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broadly as “providing familiarity with 
and an understanding of financial mar- 
ket products, especially rewards and 
risks, in order to make informed 
choices". From this perspective, finan- 
cial education mainly relates to impart- 
ing the knowledge about personal fi- 
nance to facilitate individuals in taking 
effective decisions to improve their cver- 
all standard of life and avoid financial 
imbalances. Financial literacy does not 
mean just giving information to the in- 
dividuals about financial matters or 
advising them. It goes beyond that and 
it focuses primarily on the individual, 
who normally has limited resources and 
skills to deal with the fmancial inter- 
mediaries on a day-to-day basis. 
Organization for Economic Coopera- 
tion and Development (OECD) has de- 
fined financial education as “The process 
by which financial consumers/investors 
improve their understanding of financial 
products, concepts and risks, and 
through information, :nstruction and/or 
objective advice, develop the skills anc 
confidence to become more aware of fi- 
nancial risks and opportunities, to make 
informed choices, to know where to go for 
help, and to take other effective actions 
to improve their financial well-being". 
Thus, financial literacy aids indi- 
viduals in knowing, monitoring, and ef- 
ficiently utilizing financia! resources to 
enhance their financial well-being and 
ensuring economic security to them- 
selves, their families and businesses. 


The need for financial literacy 
Lately, Indian financial markets have 
become very complex with the introduc- 
tion of newer products. Inconsistency in 
information passing between the mar- 
kets апа the common person is only 
making things worse. Ultimately, the 
common man is finding it increasingly 
difficult to make informed choices. 

In countries with a diverse social 
and economic profile like India, finan- 
cial literacy would guide people who 
have meager resources, operate on the 
fringe, and are vulnerable to continual 
downward financial pressures. Also 
most of them lack established banking 
relationships, and are in search of expen- 
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sive alternatives. Managing household 
cash on a daily basis itself is a challenge 
to them. Lack of skills or knowledge to 
make well-informed financial decisions 
would only add to their problems. Finan- 
cial literacy can help such people to be 
prepared for their life cycle needs and 
deal with unexpected emergencies with- 
out resorting to unnecessary debt. The 
process of financial education may, 
sometimes, require addressing well-en- 
trenched behavioral and psychological 
factors. This could turn out to be a major 
barrier in carrying out the process of fi- 
nancial education. 


What is credit counseling? 

Credit counseling can be defined as 
“Counseling that explores the possibil- 
ity of repaying debts outside bank- 
ruptcy and educates the debtor about 
credit, budgeting, and financial man- 
agement.” Credit counseling serves 
three purposes: First, it explores vari- 
ous means to solve existing financial 
problems. Second, it improves the qual- 
ity of financial management by throw- 
ing light on the costs of misusing credit. 
Third, it encourages the financially dis- 
tressed section of people to access the 
formal financial system. 

Credit counseling helps consumers 
to avoid debts that are difficult to be re- 
paid. It involves negotiating with credi- 
tors to establish a Debt Management 
Plan (DMP) for the borrower. A DMP 
helps the debtors to repay his/her debt 
by working out an agreeable arrange- 
ment with the creditor. DMPs set up by 
credit counselors usually offer services to 
the clients at reduced fees. Thus, credit 
counselors help their clients to chalk out 
effective solutions to their problems, in 
consultation with the lender and agree- 
ing on achievable repayment terms. 


The need for financial literacy 

and credit counseling in India 

The financial landscape in India has 
witnessed a significant transformation 
in recent times due to the forces of glo- 
balization, advances in technology, 
greater market orientation and finan- 
cial innovation. Retail lending in the 
commercial banking sector has in- 


creased phenomenally and has become 
the mainstream business for many 
banks. There has been a rapid growth i 

consumer loans, housing loans, credit 
cards and personal loans. Bank credit 
to housing, consumer durables and per- 
sonal loans (including credit cards) in 
urban and metropolitan areas, in- 
creased from Rs 42,700 cr in 2001 to Rs 
2,58,000 cr in 2006. During that period, 
the total number of accounts also rose 
from 8.71 million to 25.5 million. The 
Compounded Annualized Growth Rate 
(CAGR) in these sectors was 43.3% dur- 
ing 2001-06, whereas the overall credit 
growth was 23.4% in the same period. 

In urban areas, with a burgeoning 
middle-class and changing lifestyle am- 
bitions, a large number of people are ap- 
proaching banks and other financial in- 
stitutions to finance their consumption 
and asset-creation needs. Therefore, 
they are increasing their chances of de- 
faults. Defaults could also occur from cir- 
cumstances beyond the borrower's con- 
trol. Costly medical emergencies, re- 
trenchment from job, hardening of inter. 
est rates, etc. could unexpectedly raise 
debt burdens to levels not easily man- 
ageable within a given income stream 
From the banks' point of view, aggressive 
marketing of personal loans and credit 
cards to a vulnerable section of borrow: 
ers could have dire consequences of over- 
indebtedness and rising NPAs. d 

The need for maintaining the stabil 
ity of the financial system calls for requi- 
site consumer protection and a con- 
sumer-education framework. Consumer 
protection and education initiatives 
equip consumers to take responsibility 
for their own well-being. In this context 
financial literacy and credit counseling 
are more relevant. Credit counselors aci 
as a task-specific advisory and an ad ho 
intermediary between the borrower: 
and the banks. Thus, credit counseling 
offers a meaningful solution to borrow: 
ers to overcome their debt burden in ғ 
phased manner and improve theii 
money management skills. 

Financial products and services dif 
fer significantly from other goods/ser, 
vices because of the asymmetry be 
tween the consumer and the financia 
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service provider in bargaining power 
шапа access to information. In many 
Mice. especially amongst the more vul- 
nerable section of people, the borrower 
may not even be able to articulate his/ 
her financial situation adequately to 
the banks and negotiate a settlement. 
It will, therefore, be the banks' responsi- 
bility to guide borrowers through appro- 
priate financial education and credit 


counseling. 


The initiatives taken by some 
banks 
The two largest banks in the country, 
‚ State Bank of India and ICICI Bank, 
[have launched financial literacy cam- 
paigns through leading newspapers. 
ICICI Bank's campaign under the “Сиз- 
tomer First' series can be viewed at the 
bank's website www.icicibank.com un- 
der ‘Galleries’. This campaign offers a 
basic understanding of all financial 
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products and reduces the complexities 
and jargon associated with them. 

A few banks have already taken the 
initiative of opening credit counseling 
centers in major towns, viz. Disha Trust 
(an initiative of ICICI Bank Ltd.), 
Abhay Counselling Centres (an initia- 
tive of Bank of India) and Grameen 
Paramarsh Kendras (an initiative of 
Bank of Baroda). The counselors here 
assist people personally as well as by 
telephone, e-mail or letter. Consumers 
facing credit problems arising from 
multiple credit cards, personal loans, 
housing loans and loans from societies 
come to these centers for advice and 
guidance. The counselors guide them 
and help them to proceed with the 
banks concerned for the rescheduling/ 
restructuring of loans. These centers re- 
cruit mostly retired bank employees 
and provide counseling free of cost. 
Most of these centers provide services 
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Hard landing instances in many 
economies could simply lead to 
financial and economic distresses 
апай this cannot be resolved fully with 
liquidity injections alone by central 
bankers as lenders of last resort. 
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Ы le current credit crisis has been lin- 
gering for more than a year since 
August 9, 2007. This symptom was no- 
ticed when BNP Paribas halted with- 
drawals from three of its funds that had 
invested in subprime mortgages. Bear 
Stearns collapse later highlighted the 
magnitude of the problem to the regula- 
tor and the Stock Exchanges alike 


through similar firms' excessive expo- 


sure to mortgage markets triggered by a 
steep slump, especially during June 
2007 in US real estate. Now, bank 
writedowns are estimated at $476 bn 
by the International Institute of Fi- 
nance. Though this is less than the $600 
bn loss of US savings and loans crisis of 
the early 1990s, about $1,600 bn have 
been cut from the global market capi- 
talization of banks. The financial crisis 
is spreading from subprime borrowers, 
with evidence mounting that more af- 
fluent people are failing to pay mort- 
gages and credit card balances, and 


that are curative in nature, i.e., a service 
provided after a crisis has occurred. 

ICICI Bank established their finan- 
cial counseling center, Disha, with the 
objective of increasing the awareness of 
financial products and services and pro- 
moting better understanding and deci- 
sion making among consumers. Ав part 
of the bank's Corporate Social Respon- 
sibility activities, Disha provides free 
counseling, financial education and 
debt management services to all con- 
sumers, whether they are ICICI Bank 
customers or not. 

Although efforts are being made to 
hold training camps and create aware- 
ness among the masses on the need for 
saving and planning expenditure and 
also about various banking facilities, a 
lot more is warranted to popularize 
these concepts.« 
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that spreads have remained oblivious 
to the massive Fed cuts. Coexistence of 
investment and core banking groups 
has come under debate now. The crisis 
attained a global scale owing to persis- 
tent US trade deficits and widening cor- 
porate credit spreads on not only liquid- 
ity crunch, but mainly due to the issues 
relating serious credit/solvency prob- 
lems, adversely impacting the corpo- 
rate system. 

According to Martin Wolf of Finan- 
cial Times,“Two storms are buffeting 
the world economy: an inflationary com- 
modity-price storm and a deflationary 
financial one.” Nine banks have failed 
so far this year, owing to shoddy lending 
to homeowners and developers. ‘Pretty 
dismal’ was the frank view expressed by 
Sheila Bair, the head of US Federal De- 
posit Insurance Corporation (FDIC), өп 
seeing the rise in the number of banks 
on the danger list—from 90 to 117. Li- 
quidity is what the world’s financial 
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network is lacking at the moment. 
Stephen King, an economist at HSBC, 
points out that the financial crises of 
the 1990s also prolonged from the sav- 
ings and loan collapses in US through 
the Swedish banking rescues to the ex- 
tremes of Japan's debt deflation. [f 
banks are unable or unwilling to lend, 
then monetary policy will have its own 
limitations. The liquidity crisis was the 
result of valuation related issues re- 
garding several types of securities used 
as collateral for outstanding loans. One 
of the securities in question is the СРО 
or Collateralized Debt Obligation. Risk 
aversion, measured by spreads on cor- 
porate debt, fell sharply after the sale cf 
Bear Stearns in March and the resur- 
facing of systemic meltdown. According 
to Torsten Slok, an economist at 
Deutsche Bank, prices of junk bonds 
and home equity loans imply a default 
rate consistent with unemployment cf 
around 20%. Banking liquidity injec- 
tions were carried out by the Federal 
Reserve through several repo opera- 
tions. These repos are nothing but tem- 
porary swaps of quality collateral for 
cash as a defense against further li- 
quidity crunches. 


Saga of Fannie and Freddie 

The creation of Fannie was by Franklin 
D Roosevelts New Deal in the 1930s, 
which subsequently became a publie 
company in 1968 with the induction of 
shareholders. Freddie was started in 
1970, when the Vietnam War strained 
the economy. These entities currently 
own or guarantee about $5 tn of the $12 
tn outstanding US home loans. These 
facilitated financing to homebuyers by 
purchasing home loans from lenders 
and packaging other loans into securi- 
ties that they then guarantee. Asian in- 
vestors hold a major chunk of Fannie's 
$3 tn bonds and are now on their way tc 
trim their exposure to purchases. 
Merr:ll Lynch and Lehman Brothers 
had faced difficulties selling CDOs and 
asset-backed securities from their 
books. The woes of Fannie Mae and 
Freddie Mac weigh on these efforts. 
Nearly half of the bank portfolio expo- 
sure consists of mortgage agency instru- 
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ments. Since June 2008, the Bank of 
China, the fourth largest Chinese Bank, 
has cut its portfolio exposure by quarter 
on such securities issued or guaranteed 
by troubled US mortgage financiers 
Fannie Mae and Freddie Mac. From 
July 16 to August 20, 2008, foreign in- 
vestors sold $14.7 bn of agency debt, 
trimming their overall holdings to $972 
bn. Fannie and Freddie have a com- 
bined $1500 bn of debt outstanding. 
Stock prices ofthe two GSEs have fallen 
by 90% YTD, while their debt spreads 
over T-bills have doubled to 100bps 
since January. The 2-year CDS spread 
of the 2 GSEs have also doubled to 
40bps YTD. The CDS spreads of Bank 
of America and Wachovia Corporation 
have moved up from 60bps and 50bps 
to 300bps and 100bps respectively 
since January 2008. 

The dollar had depreciated by 7% 
between January and July 2008 on 
soaring oil prices, tumbling financial 
shares, and a spate of weak economic 
data based on consumer confidence to 
manufacturing. By August 2008, the 
dollar did a U-turn and started appreci- 
ating, gaining about 7% just in one 
month on relative eurozone weakness. 
The financial storm has not only failed 
to subside but has begun to aggravate 
the situation by propping up unemploy- 
ment over 6% level in US, despite trig- 
gering global inflationary expectations 
through a combination of global com- 


modity boom and challenging economic 
and policy environments. | 
The Fed eased the monetary еу! 
substantially to ward off the emerging 
tight credit conditions from impacting 
adversely the real activity and to avoid 
the risks associated with economic 
weakness turning into a financial 
stress, finally damaging the core inves- 
tor confidence. This has resulted in ac- 
tive liquidity support by Fed to the fi- 
nancial markets through a variety of 
collateralized lending programs, by 
making the Fed's discount window bor- 
rowing through the regular primary 
credit program more attractive. This 
has narrowed the spread of the primary 
credit rate over the target federal funds 
rate from 100bps in August to only 
25bps. By the end of 2007, the Fed initi- 
ated the Term Auction Facility (TAF), 
through which predetermined amounts 
of discount window credit are auctioned 
every two weeks to eligible borrowers 
for terms of 28 days. These measures 
are very similar to open market opera- 
tions, but conducted with depository in- 
stitutions rather than primary dealers. 
This has also been against a wide spec- 
trum of collateral than is accepted in 
standard open market operations. 


Fed policy in trying times 
The Fed has raised interest rates 17 
times already since June 2004, from " 


to 5.25%; but Europe has been slower 
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and has recently kept its policy rate at 
4.25% and the Bank of Japan is still 
holding rates at 0.5%, offering hedge 
funds an alternative window of easy 
money. The growth rate of global liquid- 
ity reached a peak 22% at the end of 
2005 and was even around 1546 when 


dotcom bust struck in 2001. The rate 
has since plummeted to around 10% 
now, ar.d may slip further down, as wit- 
nessed in 2000 and during the 1998 
Asiar crisis and the US Savings and 
Loan crisis of the 1980s. Khuram 
Chaudhry, Chief European Strategist, 
feels that the global interest rates are 
going to rise a lot more than investors 
are discounting, and this is a worrisome 
outlook for profits. 


Liquidity crisis claims Lehman 
and Merrill 

New York-based Lehman, founded 158 
years ago, has filed for Chapter 11 
bankruptcy protection after failing to 
find a buyer. Bank of America Corpora- 
tion has acquired Merrill Lynch, 94 
years cld and also based in New York, 
for $50 bn in an emergency deal. Due to 
these developments, the five New York- 
based securities firms that dominated 
Wall Street have been reduced to two: 
Goldman Sachs and Morgan Stanley. 
Lehman's market capitalization is now 
less than $6 bn, down from $37.2 bn at 
the start of 2008. There are also indica- 
tions that Lehman Brothers is trying to 
offload commercial real estate assets, 
which were valued at $40 bn at the end 
of Q2. Lehman is now looking to sell it- 
self, and the ratings agency Moody's has 
put Lehman ratings on review. Any 
donwgrade by the rating agencies would 
further raise the cost of borrowing for 
Lehman. 

On the commercial mortgage side as 
well, the problems are beginning to 
emerge rather quickly and an increas- 
ing number of analysts feel that Com- 
mercial Mortgage-Backed Securities 
(CMBS) market is going to get much 
worse than it currently is. As per the 
data from Commercial Mortgage Secu- 
rities Association, the delinquency rate 
in the commercial mortgages (based on 
30+ days) has climbed from around 
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0.29% in early 2007 to 0.51% in Q2 
2008. There have also been instances of 
bankruptcies of the retailers, indicating 
stress in the commercial real estate 
market. Further, the risk premiums or 
the spreads on the CMBS over the US 
Treasuries have widened to around 
350bps currently from around 70bps 
early last year. The CMBS issuance has 
almost collapsed from around average 
issuance of $60 bn per quarter in 2007 
to $6 bn in Q1 2008 and $8 bn in Q2 
2008. 

Banks’ disclosed losses have super- 
ceded capital raised and banks face dif- 
ficulties in maintaining earnings due to 
falling credit quality, declining fee in- 
come, high funding costs, and exposures 
to “monoline” and mortgage insurers. 
Accordingly, bank share prices have 
fallen sharply and measures of credit 
default risk have risen. As deleveraging 
by banks take shape through the combi- 
nation of raising capital and restoring 
liquidity buffers, the very fact that in- 
terbank rates are remaining at el- 
evated levels have kept long-term fund- 
ing costs high, despite new emergency 
liquidity facilities offered by some cen- 
tral banks. Spreads on financial insti- 
tution debt continue to widen, reflecting 
uncertainty over the extent of future 
credit write-offs, the absorption of off- 
balance-sheet entities, and future earn- 
ings capacity. 

The ratio of credit crunch losses to 
historical profits among 10 US and Eu- 
ropean financial groups remained high, 
which included Citi Group, JP Morgan 
Chase, Bank of America, Morgan 
Stanley, Goldman Sachs, Lehman 
Brothers, Credit Suisse and UBS. Im- 
mediately after taking over from Stan O 
Neal in November 2007, John Thain, 
Chief Executive, Merrill Lynch, has 
taken steps to shed toxic assets and 
strengthen its balance sheets by raising 
almost $30 bn of capital. UBS has lost 
more than $15 bn during the crisis, and 
has the second highest ratio of credit 
losses to historical profits. 





Backdoor nationalization? 


The rescue of Fannie Mae and Freddie 
Mac amounts to more than a stabiliza- 





tion plan and such intervention could 
likely remove the dark clouds involving ¥ 
housing, credit and the US economy. 
However, such plans could trigger more 
defaults in the $62 tn credit derivatives 
market, resulting in $1.6 tn debt issued 
by the troubled mortgage groups re- 
garded as safe. The growth of Credit 
Default Swaps (CDS) market over the 
past decade has outpaced the settle- 
ment system development growth and 
trading infrastructure. The rescue plan 
could limit the actual payments on CDS 
on Fannie Mae and Freddie Mac owing 
to the value of mortgage agencies’ debt 
remaining high. The US regulator could 
use bailout lever to enhance the CDS 
market’s efficiency. Morgan Stanley 
acted as advisor to the US Department 
of Treasury in the announced restruc- 
turing of the Federal Home Loan Mort- 
gage Corporation (Freddie Mac) and the 
Federal National Mortgage Associa- 
tion (Fannie Mae). 


The challenges 

The bond returns matched equity re- 
turns over the past 11 years in the US 
and the past 18 years in the developed 
markets. Besides equity investors had 
to digest high volatility over the period, 
with the real 10-year total return (inclu- 
sive of dividends) on US equities (S&P 
500) turning now negative. Goldman 
Sachs estimates that investor losses of 
at least $400 bn to date, in turn, could 
trigger at least a $2 tn contraction in 
credit by highly leveraged financial in- 
stitutions around the world. The credit 
contraction alone could wipe out а! 
least 1.3% of GDP growth through the 
wealth effect triggered by householc 
wealth erosion, fall in consumer confi 
dence, and multiplier effects on weak 
consumption demand forcing unem 
ployment to remain high on expectec 
slow economic growth. This crisis in con 
fidence and liquidity coupled with esca 
lating foreclosures could driv 
overcorrective declines in home and as 
set prices. Traditional capital marke 
policy tools are not effective in thes 
conditions. The combination of lower in 
terest rate regime and temporary li 
quidity supports by Fed are not effec 
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tive in a credit crisis owing to emerging 
credit quality concerns, rocked by insti- 
tutions' mark-to-market asset valua- 
tion issues. If prices fall another 15%, 
as expected by the market, then one- 
third of all mortgages would face nega- 
tive equity. 

Freddie had $70 bn of cash and non- 
mortgage investments on June 30 and 
$470 bn of agency mortgage securities 
that it could pledge for secured borrow- 
ing. Fannie Mae has about $120 bn of 
debt maturing through September 30, 
while Freddie Mac has $103 bn. Rising 
borrowing costs and evidence that de- 
mand for their debt was waning led 
Treasury Secretary Henry Paulson to 
seek the authority to pump unlimited 
amounts of capital into Fannie and 
Freddie in an emergency. Freddie paid 
its highest yields on record in a debt 
sale amid concern that credit losses are 
depleting the capital of the beleaguered 
mortgage finance companies. Since 
1991, shares of Fannie and Freddie de- 
clined to the lowest level, leading to a 
bailout as now echoed by Henry 
Paulson, Treasury Secretary, in debt 
rollover and to stay liquid. 


US liquidity crisis could turn 
systemic 

Regional banks and US insurers to- 
gether have the majority stake in 
Fannie Mae and Freddie Mac's ($36 


f bn) outstanding preferred stock, which 


so far has lost over half their value 

since August 2008. The implications 

are manyfold: 

> Owing to the fall in the US housing 
market, these institutions were un- 
able to fund losses on their lending 
(80% of housing finance earlier this 
year) and constrained their access 
to finance. 


. 9 These firms’ liabilities were also 


held abroad across central banks 
and governments. According to US 
treasury, agency debt at 2007-year 
end indicates that China ($376 bn), 
and Japan ($228 bn), South Korea 
($63 bn), Taiwan ($55 bn) and Aus- 


д tralia ($33 bn) were the top 10 for- 


eign holders. Close to nationaliza- 
tion of Fannie and Freddie, the US 
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Banks' Losses Hasten 
Capital Inadequacies 


300 


№ Bank losses since beginning 2007, USD bn 
9 Capital Raised by banks since beginning 2007, USD bn 


government's gross liabilities have 
increased by $5.4 tn. This figure 
equals the entire publicly held debt 
or 40% of US GDP. Failure to guar- 
antee these liabilities would have 
adverse implications on bond and 
currency markets, as new govern- 
ment bonds need to be issued. Also, 
any rescue package of the magnitude 
of $200 bn would cause fiscal deficit 
to rise, leading to the dollar weaken- 
ing against major currencies. 

The defaults among the regional 
banks are ticking up, and the Fed- 
eral Deposit Insurance Corporation 
(FDIC), which steps in and cover de- 
posits, is also seeing its capital 
shrinking. Its reserve ratio has fallen 
below the statutory minimum of 
1.15. The FDIC has increased the 
number of problem banks from 90 to 
117 in Q2. If this trend continues, it 
may eventually be seeking help from 
the US Treasury. 

With risks of inflation on the cards, 
monetary policy to remain support- 
ive of financial stability has become 
more constrained now. The total US 
private sector borrowing growth fell 
to 5.276 during the first quarter of 
2008, close to the 2001 recessionary 
levels. Moreover, US and European 
credit growth rates have to slow 
down, while banks start 
deleveraging, economizing on capi- 
tal and assets restructuring exer- 





cises with lending conditions tight- 
ened. Neither repeated interest rate 
cuts nor successive intervention in 
global financial markets could solve 
the root problems, as large US 
homeowners are facing foreclosure. 
To cope with the foreclosure crisis, 
the US Congress perhaps could 
move into enacting legislation to 
help responsible homeowners гей- 
nance their mortgages at reason- 
able rates. This could bring in sanity 
to global marketplace fer 
mortgagebacked securities in re- 
flecting their realistic values. 


Liquidity crisis could trigger 
economic slowdown 

There is a continued resilience of invest- 
ment-grade bond issuance; despite 
high-yield and structured credit, mar- 
kets remain effectively closed. The mea- 
sures taken so far by central banks to 
extend the maturity and the range of 
collateral and counterparties have suc- 
ceeded in controlling systemic risks 
from spreading. According to IMF, faced 
with the ongoing deleveraging process 
and asset valuations anomalies, credit 
risks remain elevated, indicating that 
further raising of capital could be re- 
quired for many financial institutions 
whose networths have got eroded. In the 
current crisis situation, the nature of 
resolution strategies and the extent of 
political and central bank supperts 
have come under closer scrutiny. How- 
ever, issues to be addressed stem from 
the GSEs' current regulatory framework 
as they went on expanding their balance 
sheets in restructuring their business 
models, partly through establishing an 
independent regulator. 

Currently, a bottom for the housing 
market is difficult to predict as 
affordability has come under tremen- 
dous pressure and one has to wait for 
house prices to stabilize with regula- 
tory intervention. In related develop- 
ments, house prices in many countries 
like Ireland, Spain, and the UK have 
also started softening over concerns re- 
lating to future loan losses in the mort- 
gage, construction, and commercial 
property segments. 
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In the last decade, we experienced 
liquidity crises in Mexico, South Korea, 
Brazil, Turkey, with debt/insolvency cri- 
ses witnessed in Russia, Ecuador and 
Argentina. The 1998 LTCM crisis was 
mostly a liquidity crisis when US was 
growing around 4%, the Internet bubble 
waiting to happen, in the middle of the 
"New Economy" productivity boom. 
with households and corporates re- 
maining not financially overstretched 
with debt. Despite that, the entire 
subprime mortgage industry went 
bankrupt in 1998-99, following the 
LTCM liquidity crisis. Altman argued 
that this year “hot money” from non- 
traditional lenders could move to alter- 
native investment avenues on a variety 
of reasons, notably a repricing of risk. 
And provision of liquidity during an in- 
solvency crisis causes mora! hazard as it 
creates expectations of investors' bail- 
out. Thus, while the Fed and the ECB 
have to provide massive liquidity infu- 
sions, they have to keep in mind that 
such moves alone cannot resolve the 
deep insclvency problems of many over- 
stretched borrowers—households, fi- 
nancial institutions, corporates. For, 
hard landing instances in many econo- 
mies, insolvency/credit crises could sim- 
ply lead to financial and economic dis- 
tresses, and this cannot be resolved fully 
with liquidity injections alone by central 
bankers as lenders of last resort. 


Regulatory unresolved issues 

Between 2000 and 2006, the average 
US housing prices rose by 90%, when 
compared to the 5146 rise seen in Japan 
during 1985 and early 1991. The Japa- 
nese interest rates fell more sharply in 
the early 1990s than required by the 
"Taylor rule". When the Japanese 
bubble burst in 1991, households saved 
15% of their income to touch 5% in 2001, 
whereas US saving rate now is close to 
zero. Much of the central banking expe- 
rience is in dealing with inflation fight- 
ing alone, occasionally interrupted by 
an outright bout of deflation, as during 
the Great Depression in the 1930s. 
Tackling both becomes very difficult for 
the policy makers. With the rise of infla- 
tion, demand destruction appears to be 
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gaining momentum, as reflected in the 
ever declining home prices and plunging 
consumer confidence. By contrast, 
today's challenge is multifaceted, and 
the objectives include: 
2 Lowering inflation; 
2 Enhancing the growth prospects for 
the global economy; 
2 Reducing the trade imbalances be- 
tween the US and Asia; and 
2 Softening the pain from the ongoing 
corrections in the real estate and fi- 
nancial markets but without pro- 
moting too much growth, which 
could ignite even higher commodity 
prices, which in turn could elevate 
inflation; and 
2 Ensuring that dollar, the global re- 
serve currency, does not crash. 
Until the 1970s, depression-like 
situations forced banks to prioritize on 
capital infusions when compared to 
growth. Then Walter Wriston, the then 
Citi group head, argued that adopting 
such exercises often wasted capital. He 
reportedly told Paul Volcker, then 
president of the New York Fed, in the 
1970s, that the only reason why they 
kept any capital was at the insistence of 
some board members. Citi group led the 
big banks into a new era of growth and 
diversification through excessive lend- 
ing practices, especially in Latin 
America, resulting in massive write- 
downs and periodic financial crises. 
During 1988, regulators responded with 
the Basel Capital Accord, which im- 
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posed uniform capital requirements on 
banks. But banks have always sought 
ways around the rules. In US, banks 
since then have begun rapidly tighten- 
ing their lending practices despite their 
“Tier I capital'—mostly shareholders’ 
equity standing at 10.1% of risk- 
weighted assets, even though well 
above the 6% could be considered as 
“well capitalized”. The novel proposal of 
the authors, Anil Kashyap and 
Raghuram Rajan, of the University of 
Chicago, and Jeremy Stein of Harvard 
University, is “capital insurance"— 
push banks to buy policies in normal 
times that deliver an infusion of fresh 
equity during crises. А pension or sover- 
eign-wealth fund would earn a premium 
and in return deposit, say, $10 bn of 
treasuries in a lockbox. When a pre- 
defined point is met, the funds would be 
released to the bank. 


What could be the right banking 
model? 

They have argued that the US Treasury 
would wipe out common shareholders of 
Fannie and Freddie while attempting 
to protect preferred stockowners from 
total loss. The preferred shares of these 
institutions are typically owned by 
banks and insurance companies. Their 
$5.2 tn of debt outstanding is held by 
investors, including Asian Central 
Banks, and would probably be guaran-' 
teed. Many regulators argue that capi- 
tal ratios should be tightened—per- 
haps mimicking Spain's well-regarded 
system, where capital requirements 
rise during lending booms and fall dur- 
ing busts. But Kashyap, Rajan and 
Stein argue that since crises are rare 
that will saddle banks with lots of 
wasted capital most of the time. The 
US Treasury Secretary, Henry Paulson 


\ 


has, in the meanwhile, announced plans . 


to bring Fannie Mae and Freddie Mac 
under government control in halting the 
crisis of confidence in these institutions 
that almost make up half of the US 
mortgage market. There are of course 


lessons to be learnt by the banks world : 


over: ‘ 
> Sustainable profits over a period of 
time matter more than revenues. 
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> Аз оп sound economic and business 
principles, quality of profits, sus- 
tainable margins and adequate re- 
turn on equity cannot be ignored 
over time, and more importantly, 
compensation for the key executives 
should not be based only on current 
year revenues. 

2 Leverage has been a two-edged 
sword and one has to be careful in its 
application both on the economic up 
cycle and on the down cycle as well. It 
impacts investors and companies 
alike when the going gets tough. 


2 In an economic down cycle, both di- 
versified and recurring revenue 
streams not based on other income 
by way of trading or principal invest- 
ing have immense relevance. Recent 
instances point out that Bear 
Stearns and Lehman had revenue 
streams less diversified and recur- 
ring than their competitors. Also, 
coexistence of investment and core 
banking groups has come under de- 
bate now within the framework of 
traditional banking. Especially af- 
ter the filing for bankruptcy by 








Lehman, Prof Nouriel Roubini, Pro- 
fessor of Economics at New York 
University, argues that the inde-! 
pendent securities firm model is 
*fundamentally flawed" and that 
every securities firm will need to 
combine with a bank to gain a de- 
posit base and greater access to 
loans from the Federal Reserve. 

2 Finally, risk management 
should become a board-level 
responsibility.= 
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Present Status and Future Perspectives. 


The future of mobile banks looks bright due to the increasing penetration 
of mobile phones, the continuous increase in customers' awareness, and 
the effectiveness of banking and regulatory system. However, challenges 
such as security, reliability and consistency in services to meet the 
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customers’ expectations remain. 


obile banking is one of the three 

major pillars (ATM and Internet 
Banking being the other two) of revolu- 
tionary improvement in the quality of 
service delivery of banks. Mobile bank- 
ing is all about performing banking 
transactions such as balance checks, 
account transactions, payments with 
the help of a mobile phone. It can also be 
understood as availing banking and fi- 
nancial services with the help of mobile 
telecommunication device. The services 
offered by mobile banking include get- 
ting account information, transferring 
funds, sending checkbook request, man- 
aging deposits, checking transactions, 
and so on. Mobile banking is most often 
performed by SMS, and hence is also 
known as SMS banking. 

This type of service has been a hit 
with the youth, who find it an easy and 
convenient way to carry out transac- 
tions. However, mobile banking is also 


used by others belonging to different 
age-groups. The ‘Anytime-Anywhere 
Banking’ feature of mobile banking is 
making it very popular among all the 
categories. Using mobile phones is a 
very common practice. Commercial 
banks are exploring this avenue to 
make their services more convenient for 
their customers. The growing number o! 
mobile subscribers in the country forms 
the most valuable support base for the 
growth and success of mobile banking. 
A wide range of services is provided bj 
banks through mobile banking services 
(see the Table for a comprehensive list 
of mobile banking services). 


Present status 

Mobile banking is enjoying a rapic 
growth in India. It has successfully 
crossed the introduction stage. The ser 
vice is being channelized from metro 
politan cities to urban areas and semi 
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Services Provided Through 


urban areas and then to the rural areas. 
According to a number of studies, cus- 
tomers in India usually select banks 
whose branches are nearer to their 
homes and workplaces. The studies also 
reveal that the behavior of bank employ- 
ees is also an important aspect in the 
selection of banks. Both the problems 
can be solved with the help of mobile 
banking. The growth of mobile banking 
in India is primarily driven by conve- 
nience and promptness. The Indian 
banking industry has already witnessed 
two revolutions with regard to the im- 
provement in the quality of services de- 
livery: Internet banking and ATMs. If we 
study all three innovations simulta- 
neously, we see that mobile banking has 
it own unique characteristics. 

Mobile banking is different from 
Internet banking and ATMs in many 
ways. The Internet is not as commonly 
used as the mobile phones. Further, the 


' Internet (excluding Internet on mobile) 


requires particular devices such as a 
desktop or a laptop. Doing Internet 
banking from a cyber café is not safe 
and is not advised by banks for security 
reasons, because the cyber café network 
may store confidential information of 
the customers' bank account; further, 
customers have to pay to use the 
Internet. Moreover, for those who do not 
have the Internet facility, it is not pos- 
sible to do ‘anytime banking’. All these 
difficulties have been solved by mobile 
banking. The huge growth in mobile 
phones, affordability of handsets, and 
well-designed rates and tariffs offered 

telecommunication companies have 


by 
s mobile phones omnipresent. In 


fact, the mobile phone has become the 
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lifeblood of mobile banking in India. 


However, mobile banking cannot of- 
fer the cash withdrawal facility, which 
is done through ATMs; but it can facili- 
tate certain payments and other trans- 
actions. While ATMs are location-spe- 
cific, mobile banking is not. Further, you 
may face a queue at the peak times in 
front of the ATMs. 


Why mobile banking? 

Mobile banking has lot of advantages 
for both service providers and those who 
avail services. It has really become 
multi-beneficial. Banks do not require 
much investment, and they do not even 
have to modify their existing infrastruc- 
ture. Banks can send the message in 
fewer efforts to a huge number of people. 
Mobile banking also helps banks to 
form good relations with their custom- 
ers. In mobile banking, banks get valu- 
able data about the customers which 
helps them in effective customer rela- 
tionship management practices. It fa- 
cilitates in quick feedback and help in 
customer retention and customer loy- 
alty. Mobile phones provide a way to 
reach out to people in isolated areas. 
When banks have customer database, 
they can use SMS advertising to give 
information about their services to 
their existing customers. This helps in 
the communication and promotion of 
new services. Customers enjoy anytime 
anywhere banking with the help of their 
mobile phones. They need not stand in 
the queues or face the employees whom 
they do not want to face, or need not be 
worried if the branch is not at a conve- 
nient location. Mobile banking is cost- 
effective for bankers as well as custom- 


ers. The information can also be stored 
automatically in mobile as a proof in 
the form of SMS, whether sent or re- 
ceived. 


Supporting factors 

The popularity and effectiveness of mo- 
bile banking mainly depends on the 
banking system in the country and their 
connection with the regulatory and sup- 
porting systems. There are lots of fac- 
tors which support mobile banking in 
India. First of all, being so much benefi- 
cial, banks are taking initiatives to en- 
courage people to register and use mo- 
bile banking services. Customers are 
also adopting the same because they are 
also getting lots of benefits. The regula- 
tory system of the country is also serious 
about the success of this concept. RBI is 
going to frame formal guidelines for mo- 
bile banking very soon so that it can also 
be streamlined like all other services. 
Speedy growth in the number of mobile 
customers and strong IT services are 


also the major reasons for the success of 
mobile banking in India. 


Issues and challenges 

The biggest challenge for mobile bank- 
ing services is security. In the past sur- 
veys, the same has been identified as 
the biggest challenge for Internet bank- 
ing also. Security here refers to the secu- 
rity of the confidential information 
about customers’ bank account. All 
mandatory alerts are to be sent to the 
customers in time, and the complete 
system should be very much disciplined 
and robust. There should not be any 
chance for any information leakage. If a 
wrong transaction is done by mistake 
there should be options to undo it. In 
services of financial nature, if peeple 
once lose confidence, it is very difficult to 
convince them again regarding the 
same. Also, Indians living in villages 
and semi-urban areas need to be edu- 
cated about mobile banking. Mobile 
banking education should become a 
part of the promotional campaigns. The 
awareness of all the aspects concerned 
with mobile banking will not only help 
the customers use this service but will 
also significantly reduce the number of 
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complaints and increase the number of 
registered users. Another challenge 18 
the consistency in the standards of ser- 
vice quality. The banks have to maintain 
their services and the quality thereof. It 
has been seen that when things are nct 
implemented in a regular form with 
same standards they fail forever. 


Future perspective 

Success is the sweetest thing in this 
world. It has a simple formula—“De 
your best and the people must like it." 
In mobile banking, the service providers 
must think that they have to give their 
best services as per customers' require- 
ments and convenience. The future of 
mobile banking depends on efforts of all 
concerned parties—the service provid- 
ers, service facilitators, regulatory sys- 
tem and customers. The awareness of 
people, security guidelines by RBI and 
efforts cf banks will surely shape a ro- 
bust framework for mobile banking in 
India. The prime concern of banks and 
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RBI must be regarding the awareness of 
people, practical training and the secu- 
rity of the transactions made through 
mobile banking. Banks must organize 
conferences and a series of interactive 
seminars on mobile banking issues, 
such as security, reliability and regula- 
tions. The RBI and banks must publish 
relevant material related to the issues of 
mobile banking. Such efforts will cer- 
tainly lead to the successful implemen- 
tation of mobile banking throughout the 


country. 


Conclusion 

The banking business has always been 
different from other businesses because 
it comes under the services industry 
and financial services category. Every 
one making a financial transaction is 
anxious about the security of his money. 
Hence, the banks, regulatory authori- 
ties and other organizations must try 
their best to make mobile banking sys- 
tem as secure as possible. The system 





should be error-free and provide maxi- 

mum security and reliability to the us- 
ers. Since innovative modes of transact 
tion in banking—like ATMs, Internet 

banking and mobile banking—depend 

on the strength of the connectivity, this 

requires a lot of attention from the ser- 

vice providers, because a small inter- 

ruption in the system may generate bad 

publicity and fear among the custom- 

ers. The time has come for the banks to 

scale up their mobile banking infra- 

structure to handle the exponential 

growth in the customer base. Since mo- 

bile banking is anytime and anywhere, 

banks need to ensure that their sys- 

tems remain ready for the same. As cus- 

tomers are likely to find mobile banking 
more and more useful, their expecta- 

tions would also increase. Hence, the 

banks must be ready to meet their ex- 

pectations and provide them a hassle- 

free mobile banking experience. 
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The rising interest rate scenario has added pressure on the retail asset | 


quality of the banking sector. 


fter the unprecedented credit 
growth spawned by the soft inter- 
est rate regime between 2002 and 2006, 
the banking sector has slowed down sig- 
nificantly. Where once high growth in the 
Gross Domestic Product (GDP) had 
driven robust credit growth, the banks are 
now faced with the effect of rising interest 
rates—slowdown in disbursals, stress on 
asset quality, and pressure on earnings. 
Consider these facts: retail and cor- 
porate loans, which had posted a Com- 
pounded Annual Growth Rate (CAGR) 
of more than 3046 till March 2007, had 
slowed to around 20% by March 2008. 
These changes were on account of in- 
creasing interest rates, which, in turn, 


were due to monetary measures 
adopted by the Reserve Bank of India 
(RBD to counter liquidity concerns. As 
the Movement of CRR, Repo Rate апа 
Inflation chart indicates, since October 
2005, RBI has increased repo rates by 
300 basis points (100bps equals 1 per- 
centage point) and CRR by 400bps. The 
inflation has increased from a low o! 
3.196 in October 2007 to more than 12% 
in August 2008. 

The increasing repo rate and CRF 
have driven an increase in banks' overal 
costs of borrowing. The banks have 
sought to counter the mounting pressurt 
on spreads by raising their PLRs. Thi: 
rise in interest rates has resulted in : 
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slowdown in credit growth in the banking 
\sector. This is also likely to put pressure 

n the banking sector's earnings profile 
and Net Profitability Margin (NPM). 
The rising interest rate scenario also has 
the potential to create significant pres- 
sure on the asset quality of banks. 


Slowdown in credit growth 

The rising interest rates have had a di- 
rect impact on the overall credit growth. 
Bank credit had grown at a healthy pace 
of more than 30% up to March 2006, 
only to be tempered to 28% in 2006-07 
(refers to financial year, April 1 to 
March 31) and further to 20% in 2007- 
|08 (see the Chart, Credit Growth in the 
(Banking System). 

The impact has been most severe on 
retail loans, especially housing loans. 
The banks and housing finance compa- 
nies have regularly increased interest 
rates for both new and existing loans. 
CRISIL believes that as a combined ef- 
fect of high interest rates and property 
prices, growth in home loan disburse- 
ments could slow down to a mere 10%, 
the lowest in the last seven years. The 
interest rates have also increased on 
car and Commercial Vehicle (CV) loans 
resulting in a reduction in demand for 
such loans and slowdown of credit 
growth in this segment. 

However, an immediate slowdown 
appears unlikely in the corporate sec- 
tor. This is because most companies 
continue to do well and generate 
healthy internal cash accruals, backed 


Movement of CRR, Repo Rate 
and Inflation 
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by strong GDP growth. Nevertheless, if 
interest rates continue to rise, the large 
corporates may revisit their expansion 
plans, and even face pressures relating 
to debt repayment owing to increasing 
leverage. Banks have, over the past five 
years, also increased their exposure to- 
ward the Small and Medium Enter- 
prises (SMEs). The overall business 
and financial risk profiles of SMEs are 
not very strong, and high interest rates 
can impact their ability to service debt. 
CRISIL expects banking sector ad- 
vances to grow by 16-18% in 2008-09; 
this is well below the growth levels of 
around 30% attained by the sector over 
the past five years. 


Stress on asset quality 
The asset quality of Indian banks has 
improved consistently over the past nine 
years. Their non-performing assets 
(NPAs) have declined steadily during 
the period, both in absolute terms and as 
a percentage of total advances (see the 
chart, Movement in Banks' NPA Ra- 
tios). However, healthy corporate perfor- 
mance in recent years has stimulated 
the ambitions of Indian companies to 
pursue inorganic growth strategies and 
seek growth rapidly through acquisition 
and capacity expansion. They fund these 
plans increasingly through debt, raising 
the likelihood of deterioration in credit 
risk profiles, and stress on the banks' 
corporate loan portfolios. 

Rising interest rates have resulted 
in stress on small real estate developers. 





Increasing real estate prices over the 
past four years have resulted in a large 
number of developers acquiring land at 
high rates and scaling up operations sig- 
nificantly in anticipation of a further in- 
crease in prices. While some developers 
have managed to finance this growth 
through a prudent mix of debt and eg- 
uity, most medium-sized and small de- 
velopers have relied heavily on debt. 
However, there has been a slowdown in 
the sale of real estate projects in India 
since early 2008, across the residential, 
commercial, and retail segments. De- 
mand has moderated with the sharp in- 
crease in real estate prices and rising in- 
terest rates that have made housing 
loans progressively more expensive. 

If the interest rates remain firm, 
bank advances to SMEs may be ex- 
posed to delays in repayment, espe- 
cially in segments such as textiles апа 
auto ancillaries. The ability of the 
small corporates to manage higher in- 
terest outflows in a difficult operating 
environment will be in question. 

Banks, in an effort to diversify their 
advances portfolio, have increased their 
exposures to the high-yield retail and 
housing segments. Though this diversi- 
fication in advances portfolio has aug- 
mented the overall credit quality, it has 
resulted in increased exposure to rela- 
tively risky retail loan segments such 
as unsecured personal loans and con- 
sumer durables finance; these seg- 
ments have historically reported high 
delinquency levels. 
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The rising interest rate scenario has 
added pressure on the retail asset qual- 
ty of the banking sector. The segments 
that have been affected the most by the 
rising interest rates are housing and CV 
financing (see Table Gross NPAs in Re- 
tail Loans). Delinquencies have in- 
creased across the retail portfolios of 
banks, and are projected to increase fur- 
ther in 2008-09. 

The aggressive lending in mortgage 
finance has impacted lenders' asset 
quality: surging interest rates, coupled 
with loans disbursed at high Instal- 
ment to Income Ratios (IIRs), have cul- 
minated in higher NPAs in the mort- 
gage segment. Owing to the combined 
effect of increasing property prices and 
interest rates, home loan buyers now 
have to borrow more at enhanced inter- 
est rates to buy property. In a scenario 
of rising interest rates, the lender gives 
the borrower the option to increase ei- 
ther the tenor or the Equated Monthly 
Instalments (EMIs) of the loan, or both 
on floating rate loans. In cases, where 
the incomes may be limited, salary in- 

creases need to keep pace with the in- 
creasing EMIs and other monthly 
household expenditure, else there 
could be a potential for increased de- 
linquencies. 

CRISIL's analysis reveals that 

oss NPAs in the mortgage segment 
increased to around 2% as on March 31, 
/ 2007, from around 1.7% as on March 31, 
2004. Public Sector Banks (PSBs), in 
general, have reported higher NPAs 


Movement in Banks' NPA Ratios 
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than private banks, owing to inferior 
collection and risk management sys- 
tems, and instances of fraud. Mortgage 
asset quality for the industry is ex- 
pected to deteriorate marginally over 
the next 12 months, with a moderate 
increase in delinquency levels to about 
2.5-2.7%. 

Increasing interest rates and rising 
operating costs in the road transport 
sector have put pressure on the mar- 
gins of transport operators, and re- 
sulted in higher delinquencies in the 
CV segment. 


Pressure on earnings 

Monetary measures taken by RBI, such 
as increase in the repo rates and hike in 
CRR have increased the overall cost of 
resources for banks. The hardening in- 
terest rate trend has resulted in an in- 
crease in borrowing costs for banks on 
both wholesale and retail term depos- 
its. Further, the changing mix of the 
term deposit base in the banking sys- 
tem has translated into an increase in 
cost of deposits. The cost of deposits in- 
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creased sharply by around 120bps over 
the past couple of years. 

With costs of borrowing expected to 
increase further in 2008-09, banks have 
had to revise PLRs again to cover costs. 
However, CRISIL believes that given 
the significant hike in PLR over the 
past two years, banks now have limited 
ability to pass on to customers the in- 
cremental cost of resources. Further in- 
creases could force large corporate bor- 
rowers (with better credit profiles) to 
look at alternate avenues for funds or 
slow down their expansion plans. Steep 
increases in lending rates have already 
constrained the repayment ability of re- 
tail and small corporate customers, 
thereby hampering the credit quality of 
the banks' asset portfolio. 

In CRISIL's opinion, increasing bor- 
rowing costs, limited ability to pass on 
increases in costs of resources, and de- 
clining yield on mandated reserves 
(SLR and CRR balances) have had a 
negative impact on the banks' interest 
spreads. The interest spreads declined 
by 20bps in 2007-08 (see the Chart, 
Bank's Net Profitability Margins) and 
are expected to be under further pres- 
sure in 2008-09. The Net Profitability 
Margin (NPM) of the banking system 
also came below 1.5% in 2007-08. 
CRISIL expects banks to increasingly 
shift focus towards current account and 
savings account (CASA) deposits to eon- 
trol costs. However, it is not easy for 
banks to quickly increase CASA deposit 
levels because building low-cost deposit 
bases is a relationship-based process re- 
quiring substantial amount of time and 
large reach (branch network). 


Conclusion 

CRISIL believes that increasing inter- 
est rates may drive a credit grewth 
slowdown in the banking sector. The ris- 
ing interest rate scenario will also 
strain the retail asset quality of banks. 
Increasing costs have resulted in declin- 
ing spreads and may put pressure on 
the banking sector's earnings profile 
and reduce its NPMs over the medium 
term.m 
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Cortrolling. 

Exp: 8-10 

Location: Raipur 

Email: ampir@sify.com 





Post: Dy. Manager- Accounts 

Company: Kotak Mahindra Old Mutual Life 
Insurance Ltd. 

Job desc: Would be required to assist in Accounts 
in the finalization of statements by scrutinizing 
accounting entries, General Ledger, Investment 
Account entries, Operations Accounting entries 
Profile: Candidate required would be handling 
bank reconciliation, accounts upto finalisation, 
scrutinizing accounting entries, operation 
accounting entries. 

Exo: 3-6 

Location: Mumbai 

Email: kli.sweta.jagani@kotak.com 





Post: Manager Costing 

Company: Tata Advanced Materials Ltd. 

Job desc: Would be required te manage 
investments on projects, Budgets, costing, MIS, 
inventory, fixed assets etc. 

Profile: Candidates will be preferred from 
automotive, manufacturing, automobile, chemical, 
polymer, plastic, aerospace, comstruction, 
garments, textile, pharmaceutical/ pharma 
industry. 


| Exp: 8-10 


Location: Bengaluru 
Email: hrd@tamlindia.com 





Post: Sr. Accountant 

ариу Trenchant Financial Technologies Pvt. 
Ltd. 

Job desc: The purpose of this job is the day-to-day 
accounting activity for an MNC, the other 
functions of this position include all journal entries 
specific to partnership accounting, accounts 
payable etc. 

Profile: The most important requirement of this 
job is a very high level of intelligence alongwith ап 
experience of 5-7 yrs. 

Exp: 5-7, Location: Chennai 

Email: hr@trenchantft.com 





Post: Manager- Finance 

Company: Shapoorji Pallonji & Co. Ltd. 

Job desc: CA with 3-5 years of experience in 
accountancy is required. 

Profile: ideal candidate will be required to do 
finalization of Accounts & Book keeping and 
accountancy 

Exp: 3-5 

Location: Mumbai 


| Email: corphrd@shapoorji.com 





Post: Dy. General Manager- Finance and 
Accounts 

Company: Suguna Poultry Farm Ltd. 

Job desc: Responsible for the regional functions 
viz Finance, HR, IT, Marketing and Purchases, 
visualise, plan and guide systems and processes 
for effective deployment of the Function. 
Profile: Qualified CA / ICWA preferable with ACS 
with 10+ yrs of post qualification experience in 
large multi location organization with a 
decentralized organization structure. 

Exp: 10-18 

Location: Rajahmundry 

Email: suguna.hr@gmail.com 





Post: Accounts Asst. 

Company: AD-Manum Finance Ltd. 

Job desc: Responsible for preparation of BRS, P&L 
Account Balance Sheet etc, knowledge in various 
tax like sale tax, service tax, Bank Transaction and 
maintain all books of accounts. 

Profile: Job requires Commerce graduates/post 
graduates with relevant experience in the areas 
mentioned in the Job Description. 

Exp: 3-7 

Location: Indore 

Email: ho@admanumfinance.com 





Post: Sr. Manager- Costing 

Company: Jindal Aluminium Ltd. 

Job desc: The incumbent will be overall incharge 
of the costing department with various functions, 
must be an expert in cost analysis. 

Profile: The candidate should be dynamic, hard 
working, live-wire and should be a Cost 
Accountant/ MBA with specialization in Costing 
with atleast 10 yrs experience in costing. 

Exp: 10-15 

Location: Bengaluru 

Email: hr@jindalaluminium.com 





Post: Area Sales Manager 

Company: Angel Broking Ltd. 

Job desc: The required candidate will be 
responsible for HNI Client Handling, client 


acquisition, portfolio Management, knowledge of 


Equity and Debt, handling customers and branch 
queries. 
Profile: Incumbent should have good knowledge 


about Mutual Funds, having good communication 


skills and should be dynamic in nature. 
Exp: 3-5, Location: Jalandhar 
Email: vijay.ghimiray@angeltrade.com 





Post: Vice President- Finance & Accounts 
Company: Shubh Services Inc 

Job desc: Required to complete operations of 
Accounts & Finance of Co. with annual turnover 
of 100 Crores, structuring & execution of Project 
Finance. 

Profile: Responsible for execution of Project 
Finance, prepare business plans & feasibility 
reports for project & providing advisory services 
to clients, ensure transactions completed timely & 
efficiently. 

Exp: 15-20 

Location: Delhi/NCR 

Email: hrssif@gmail.com 





Post: Accounts Manager 

Company: The Chopras 

Job desc: The acquired candidate would be 
responsible for handling of the accounts of the 
Organisation pan India. 

Profile: Good Accounting knowledge is required 
with prior relevant experience. 

Exp: 3-6 

Location: Delhi 

Email: resumes@thechopras.com 





Post: Regional Manager 

Company: Shriram Fortune Solutions Ltd. 

Job desc: Would be responsible for providing the 
product knowledge(Financial Products Like, Life 
insurance, FD, Mutual Funds, GI), selling skills, 
leadership training, behavioral training etc to all 
the employees. 

Profile: Knowledge of insurance concepts, basic 
pricing, product structures, banking and financial 
products, competitive environment, financial 
planning and banking and insurance customer 
behaviour is needed. 

Exp: 4-8 

Location: Indore 

Email: jobs@shriramfortune.in 





Post: Branch Head 

Company: Ing Vysya Bank Ltd. 

Job desc: Job profile includes maintaining entire 
branch operations, sales, promotional activities, 
improving branch profits as well as —— good 
brand name, acquiring new clients for the branch, 
handling team in branch. 

Profile: Candidate required should be atleast a 
graduate having banking experience, preferably 
MBA from good institution with minimum 7-8 
years experience in banking. 

Exp: 5-8 

Location: Bengaluru 

Email: venugopalrao.gl(Qingvysyabank.com 


Post: Area Head 

Company: JRG Securities Ltd. 

Job desc: Responsible for delivery of business 
targets which involves recruitment, development 
and management of a team of Financial planning 
advisors. 

Profile: Should be a Graduate/MBA with 2-5yrs of 
work experience in Sales & Team Handling, should 
be strong in Life insurance, responsible for 
productivity levels and service levels of the team. 
Exp: 3-6 

Location: Hyderabad 

Email: hrd@jrg.co.in 





Post: Financial Controller 

Company: Suvidha Infoserve Pvt. Ltd. 

Job desc: Would be responsible for heading the 
accounts & finance team other than datahandling 
auditing internal & external report, bank & treasury 
and taxation accounting. 

Profile: Candidate should be CA, should have 
atleast 15yrs experience, CA+CS would be added 
advantage. 

Exp: 15-20 

Location: Mumbai 

Email: sushma@suvidhaa.net 
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Post: Corporate Agency Manager- Bank Assurance 
Company: HDFC Standard Life Insurance Company 
Ltd. 

Job desc: Would be required to achieve sales targets 
from assigned channel partner branches with the 
help of specified persons of the channel partner, to 
drive and motivate the channel partners sales team. 
Profile: A dynamic candidate required with good 
communication skills, should be able to drive and 
motivate the team, should have good convincing 
skills. 

Exp: 3-5 

Location: Anantapur 

Email: sede@hdfcinsurance.com 


Post: Group Finance Controller 

Company: Lornamead Personal Care Pvt. Ltd. 

Job desc: Responsibilities include preparing monthly 
group financial statements, consolidation of 
cashflows/working capital management, reporting 
on sales performance etc. 

Profile: Candidate should be well versed with a/c 
standards IFRS with an experience of managing a 
group audit consolidation in industry or practice. 
Exp: 8-10 

Location: Chennai 

Email: recruitment@lornamead.co.in 


Post: Lead Business Analyst 

Company: Fiserv India Pvt. Ltd. 

Job desc: Looking for Lead Business Analyst with 
retail banking experience to work on various 
assignments in functional testing, requirement 
analysis and functional designing. 

Profile: Preferably the candidate should be MBA/ 
Finance or certification in Banking Candidate, must 
have the knowledge/experience in following areas: 
Interest accrual, assets and liabilities. 

Exp: 5-8 

Location: Pune 

Email: anil.ramnani@fiserv.co.in 


Post: Asst. Manager- Internal Audit 

Company: Ocwen Financial Solutions Pvt. Ltd. 

Job desc: Required to manage and perform 
operational audits at Ocwen, primarily in the area of 
residential loan servicing and financial controls. 
Profile: Internal Audit experience is desired. 

: 4-6 

Location: Bangalore 

Email: devang.oza@ocwen.com 


Post: Finance Controller 

Company: G Plus Management Services Pvt. Ltd. 
Job desc: Candidate required for compilation of 
Financial Data for generation of utilization of funds 
& Progress, preparing projections & dealing with 
Banks & financial institutions for working capital & 
Term Loans. 

Profile: Responsible for handling Accounts and 
Finance in Hotel Industry, hands on experience in 
Fidelio Software, handling a team of accounts 
professional. 

Exp: 8-13 

Location: Mumbai 

Email: rohit@gplusindia.com 
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Post: Vice President- Finance & Accounts 
Company: Anil Products Ltd. 

Job desc: Responsible for handling all aspects of fi- 
nance, liaise with banks and financial institutions, 
budgeting, MIS, internal audits, able to handle a 
team of junior accountants, highly computer liter- 
ate. 

Profile: An ability to handle the finance department, 
to define the routine finance activity and optimize 
operation in accordance with the production or 
15-16 years of experience is required. 

Exp: 15-16 

Location: Ahmedabad 

Email: careers@anil.co.in 





Post: Research Analyst 

Company: Prudent Corporate Advisory Services Ltd. 
Job desc: Required to collect the data from different 
resources, research on the mkt as to the market 
flow is high or low, Research analysis on the com- 
petitors for the market producer or new launch. 
Profile: MBA/CFA from a recognized University, 
should have analytical thinking with strong financial 
statement, analysis skills, strong quantitative & fi- 
nancial modeling skills. 

Exp: 3-7 

Location: Ahmedabad 

Email: hr@prudentcorporate.com 


Post: Vice President- Operations 

Company: Е25 Technologies India Pvt. Ltd. 

Job desc: Seeking a candidate who has at least 10 
years of experience in providing BPO services in 
Banking & Financial Services vertical to corporate 
customers. 

Profile: The candidate should have at least minimum 
of 10yrs experience in Banking & Financial Services 
industry. 

Exp: 10-20 

Location: Bengaluru 

Email: balaji@e2scorp.com 





Post: Vice President- Debt Syndication 

Company: Wealth Solutions Pvt. Ltd. 

Job desc: Financial modeling, developing business 
plans, DPRs, valuation, investment Banking, Credit 
appraisal, Fund raising in Cap Markets, debt syndica- 
tion, debt restructuring, structured finance. 

Profile: Candidate would be required to submit Debt 
Syndication Reports to Director, responsible for Ac- 
counts Management/Execution & preferably the 
candidate should be CA OR ICWA. 

Exp: 5-8 

Location: Bengaluru 

Email: careers@wealthsol.com 





Post: Accountant 

Company: Maharaja Whiteline Appliances Ltd. 

Job desc: Candidate will be responsible for assisting 
in day to day work of accounts, preparation of daily 
Reports and MIS Generation, Voucher Creation, 
maintenance of books of accounts etc 

Profile: Should be a Commerce Graduate, can work 
under pressure, should be from manufacturing 
background. 

Exp: 10-15 

Location: Delhi 

Email: careers_maharaja@yahoo.co.in 
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Post: Vice President- Finance | 
Company: TVC Sky Shop Ltd. | 
Job desc: Required to create, coordinate & | 
evaluate the finance function, work with banks 
& investment bankers & other financial institu- 
tions to raise capital as required. 

Profile: CA with 15 years of experience of which 
min 5yrs as Head Finance with significant Finan- 
cial Management experience in large 
service/retail sector segment. 

Exp: 10-20 

Location: Mumbai 

Email: sabita.mishra@tvcskyshop.com 


Post: Financial Analyst 

Company: ILFS Technologies 

Job desc: Should be hard core expertise on fi- 
nancial Services domain with an exposure in Fi- 
nancial and Business Valuation, Company Valua- 
tion, Ratio Analysis. 

Profile: Applicant must be a С.А./С$ and МВА ( 
Finance) with minimum 8 years of experience in 
independently conducting Financial Analysis, 
Feasibility studies. 

Exp: 8-13 

Location: Delhi/NCR 

Email: aparajita. banerjee@ilfstechnologies.com 


Post: Head Accounts 

Company: Temptation Foods Ltd. 

Job desc: Required to manage accounts, finaliza- 
tion and preparation of accounts, need on work 
on various financial softwares. 

Profile: Should have core experience of handling 
accounts and books of accounts, good IT driven — 
person, including Tally, ERP etc. 

Exp: 8-10 

Location: Mumbai 

Email: careers@temptationfoods.com 





Post: Asst. General Manager- Finance 
Company: Watertec Systems (1) Pvt. Ltd. 

Job desc: Required to do Audit, Tax, Project Fi- | 
nance, ROC, VAT & Central Excise, Fund Raising | 
through financial institutions, banks, planning 
budgets & MIS, finalization of accounts. 

Profile: A qualified CA / ICWAI with min.10 yrs 
experience, capable of leading a team, should 
posses good communication skills and exposure 
to ERP environment is preferred. 

Exp: 15-20 

Location: Coimbatore 

Email: hrd@watertecindia.com 


Post: Manager Accounts 

Company: Wmi Cranes Ltd. 

Job desc: 10-15 years experience in manufactur- 
ing organization is required, conversant with fi- 
nalization of accounts, audit, income tax, sales 
tax, service tax matters. 

Profile: Ability to handle independently finaliza- 
tion of accounts, audit, income tax, sales tax, 
service tax matters. 

Exp: 10-15 

Location: Mumbai 

Email: jobs_wmicranes@yahoo.co.in 
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Dr. YV Reddy 


Governor of "Courage, Independence and Foresight” ' 


n the question-answer session that followed the delivery of 

the first Per Jacobsson lecture held in 1994 at Barbican Hall, 
London, Baron Alexandre Lamfalussy, President of the Euro- 
pear. Monetary Institute, answering the question—"What indi- 
cators should central banks watch in order to take preventive 
measures against inflation, bearing in mind that consumer price 
indices, or GDP deflators, are lagging indicators?"—said: "Al- 
though I have doubts about the reliability of any single M, I still 
think that money supply does matter. Since the definition of 
money supply has become uncertain, central banks should cer- 
tainly monitor a set of Ms, and also credit flows...." 

Looking at the stewardship of Yaga Venugopal Reddy of the 
RBI, which he demitted on September 5, 2008, after the comple- 
tion of his five-year term as Governor, one wonders if he has 
literally taken Baron Alexandre Lamfalussy's answer as the dic- 
tum for his practice. With the gift of a rare ‘foresight’ Reddy— 
anticipating the impact of the huge capital inflows that the coun- 
try has been witnessing right from 2004 on the dynamics of credit 
and asset cycle in the country and smelling that the credit cycle, 
which is at its peak, in association with high growth in economy, 
is simmering with inflationary pressures—took an anti-infla- 
tionary posture right from 2004. He, perhaps, 
with a concern for the increasing cyclical 
strength and the need for early move against 
inflation, hiked rates right from late 2004 on- 
wards; when he became Governor, the CRR 
was 4.5%, which at the time of his retirement 
stood at 9%. And, intriguingly, he did not cut 
the interest rate during his tenure, on the other 
hand, during the last five months he raised it 
by 125 basis points to gradually tighten li- 
quidity in the market. Perhaps, believing 
strongly that ‘easy money policy leads to high 
interest rates over time, he repeatedly and, of 
course, bravely and more rightly, resisted the 
pressures for lower interest rates. Despite his steadfast ap- 
proach to managing inflation, it raised from less than 446 as at 
the time of his taking the reins of the RBI to an historical high of 
12%—all in the last six months. This compels one to admit that 
his independent approach to management cf price stability has 
ensured a ‘non-inflationary eontinuous expansion’ in the country 
for a considerably long time. 

His handling of exchange rate, in the context of unprec- 
edented growth rate that the country has witnessed and the re- 
sulting increased inflow of forex, is equally commendable. He 
contained real appreciation of rupee by ardently practicing ster- 
ilized forex intervention through sale of government securities, 
through liquidity adjustment facilities, intermittent rise in 
CRR, imposing restrictions on ECBs and inflow of capital 
through the participatory notes with concomitant well calibrated 
liberalization of capital outflows. It is this containment of real 
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appreciation of rupee—except for a short while—that has helped 
exports grow rapidly. Equally, it is, perhaps, this resistance ofthe 
RBI, particularly during his first three years of stewardship, 
against appreciation of rupee that made India an attractive in- 
vestment destination. 

Under his stewardship, banking system has become 
healthier than it ever was: banks are all adequately capitalized 
and are ready for adopting Basel II norms. Anticipating the likely 
perils that may result from the growth in retail credit, he tight- 
ened the prudential norms for consumer and home loans. In 
2004, he made bank lending for housing and consumer goods 
expensive. Similarly, he directed banks to maintain capital 
against securitized assets. Though imposition of such prudential 
norms were criticized at the time of their imposition under the 
plea that they are restrictive of growth prospects in the country, 
today looking at the havoc wrought by the US subprime crisis, 
everyone realizes how important such measures are for asset 
price bubbles not to surprise us. In a courageous move, he ex- 
tended the effective regulatory oversight of the RBI to non-bank- 
ing financial companies. Similarly, he was instrumental in get: 
ting RBI sign a memorandum of understanding with 19 state 
governments coopting them into decision mak 
ing relating to urban cooperative banks for im 
proving their functioning. 

Interestingly, in all these moves, Redd; 
ploughed a lonely furrow, as is evident from tht 
flak that he attracted from various quarters 
His treating of inflation as a monetary phenom 
enon, particularly when what we have been wit 
nessing for the last six months is not India-spe 
cific, and many economists opine that it is afte 
all a global phenomenon mostly driven by risin; 
crude oil and food prices—a supply side prob 
lem, and shaping his monetary policy accord 
ingly has irked many. His practicing the mon 
etary model, instead of Keynesian model of targeting the real ir 
terest rate as a tool for inflation control, that too, when invest 
ments and savings in the economy are growing by 33.0% an 
33.9% respectively, has made one school of economists accus 
Reddy of steering the country into ‘monetary overkill’. 

It is, of course, a different matter that despite the criticism 
Reddy courageously stayed on his course, which should have 
and obviously, prompted Prof. Shanker Acharya, former chie 
economic adviser to Government of India, to reward him wit. 
his personal award: “Best Economic Policy Maker. ” Nonethe 
less, the success or failure of a central banker is often left to th 
assessment of the economic historians. And, interestingly, а 
Greg Mankiw said, “Luck plays a large role in how histor 
judges central bankers."m 

-g 
Reference # 01M-2008-10-24-: 
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The perfect idea of a chilled-out vacation, Andhra Pradesh is a panorama of 
myriad experiences. The more you explore, the more you'd want to explore. Be it 
leisure, business, shopping, history, heritage, spirituality or just a rocking 
party...just pick your area of interest and have a sparkling time. No wonder, 
Andhra Pradesh is called the Jewel of India! 


Time to take a break! 
Explore Andhra Pradesh. The land of multiple delights. 
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APTDC: HASSLE-FREE AND MEMORABLE HOLIDAYS 
Andhra Pradesh Tourism Development Corporation Ltd 
Tourism House, 3-5-891, Himayathnagar, Hyderabad - 500 029 
E-mail: info@aptdc.in www.aptdc.in 
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à) Nothing Is Unsaid 


For quite sometime, Indian equity market has been witnessing a continuous 
meltdown, albeit with intermittent bouts of a little surging up followed by deep 
plunging. The plunging is so deep that in less than a year the Sensex plum- 
meted to four digits—9969—from a high of 20,873. Today, shares in Sensex are 
trading at a historic low level. These valuations are irresistible. Yet, there are 
no takers. 

One reason for the current fall in the equity market that immediately springs 
to one's mind is: globalization and the resulting contagion. With the free move- 
ment of foreign capital across national boundaries, emerging markets have been 
attracting lots of investment in the capital markets. This inflow of good times 
has obviously given a boost to their market capitalization. But once, the financial 
markets of the developed world are hit by a crisis of any sort, its contagion is 
being felt in the developing markets too, that too, with no time lag. 

The current meltdown in the US and European financial markets—ema- 
nating from the unprecedented turbulence in the international credit and the 
resulting liquidity crunch in the markets—is one such contagion that has hit 
the emerging markets badly. And, India is no exception to this. This indeed led 
to surging outflow of foreign capital from our markets. It is reported that during 
the very first half of 2008, FIIs have withdrawn as much as $7 bn from the 
Indian markets. 

Given that, it raises a fundamental question: Is Indian stock market or- 
phaned by FIIs’ withdrawals? At least, that's what the current fall in the 
Sensex tells us. Which is why, there is no support whatsoever from the domes- 
tic economy to sustain the market capitalization. This is, however, hard to 
explain, particularly, when there is no discernable change in the macroeco- 
nomic fundamentals of the country and when the whole world is singing in 
chorus: Indian economy is strong and is all set to sustain its growth rate sub- 
stantially higher than the rest of the world—at around 7.5%. 

Why, then, are the investors letting its market cap fall and fall? The only 
plausible explanation for this paradox is: either the stock-valuations wit- 
nessed thus far are unrealistic—held high artificially by the surging inflow of 
foreign capital—or the domestic investors are in a state of panic not to grab the 
stocks that are today traded at historically low prices. 

History, however, compels us to look at both these explanations sympa- 
thetically. Ever since India opened its capital markets for foreign investment, 
we have been witnessing this phenomenon of our stock prices soaring high with 
every rush of FIT's capital and fall with the surging outflow of foreign capital. 
And the same appears to have repeated itself, but this time with a big bang. 
This, incidentally, debunks the much-touted ‘decoupling’ theory, which stated 
that the Asian economy— particularly the economies of India and China—is no 
longer linked to the global economy. 

Ironically, this time round, panic is playing havoc in the markets. Fear is, 
after all, an emotion that stifles talent. Of course, the real cause of fear is not the 
‘event’ that threatens us, but more of what we talk to ourselves about these 
events that drives a sensible man to behave stupidly. For instance, the recent 
rejection of the $ 700 bn bailout package by the US Congress is not the real cause 
of the fear that plunged markets into abyss. What really causes fear is what the 
investor tells himself about the rejection of the bailout package: if he perceives 
the rejection of the package as something that deepens the financial and eco- 
nomic turmoil in the globe and that it will bring his economic wellbeing te an 
end, then he will be struck with fear. This then makes him behave irrationally. 
And such fear usually strikes many people resulting in a panic—active, but 
senseless behavior. Rational or irrational, fear or no fear, what ultimately mat- 
ters is: Res tantum valet quantum vendi potest—A thing is worth only what some- 
one else will pay for it. And that keeps the markets moving from time to time. 
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Indian banks are well capitalized. Their CRARs are well above the 
Basel norm of 896 and the RBI's 996. No bank has a capital adequacy of less than 
10%. 

- P Chidambaram 
Finance Minister, India 


Stabilization of the financial markets is a critical first step, but even if they 
stabilize as we hope they will, broader economic recovery will not happen right 
away.... Economic activity will fall short of potential for a time. 


- Ben S Bernanke 
Chairman, Federal Reserve 


Economic weakness is hitting the stock and oil markets, but the oil price fall 

is also reflecting a lack of demand. It is very difficult to buy oil if you are having a 
hard time getting credit lined up. 

- Francisco Blanch 

Head, Commodity Research, Merrill Lynch 


Risk aversion, de-leveraging and frozen money markets have not only raised 
the cost of funds for Indian companies but also its availability in the interna- 
tional markets. This will mean additional demand for domestic bank credit in 
the near term. Reduced investor interest in emerging economies could impact 
capital flows significantly. The impending recession will also impact Indian 
exports. 

- D Subbarao 
Governor, RBI 


The primary role ofthe WTO at this mement is to serve as an insurance policy 
against protectionism; especially for developing countries whose expansion relies 
very much on trade. 

- Pascal Lamy 
Director General, WTO 


India is the second largest producer, exporter and consumer of cotton. The 
competitiveness of our cotton is also reflected in the share of cotton in fibre con- 
sumption, which is 60% of total fibre consumption. The share of cotton in the 
textiles and clothing exports is more than 75%. 

-Shankersinh Vaghela 
Union Minister of Textiles, India 


There is a lot that the authorities need to do in the present situation. Liquid- 
ity is not even available to emerging companies with good market credibility. 
Many of them have to put brakes on their plans just because banks have a fear 
psychosis attached to SME credit. 

-V K Aggarwal 
Vice-President, Federation of Indian Micro 
Small and Medium Scale Enterprise (FIMSME), India 
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TCS Acquires 
Citigroup Global 
Services 


Tata Consultancy Services 
(TCS). India's largest IT ser- 
vice provider, has recently ac- 
quired Citigroup Global Ser- 
vices Limited (CGSL), the In- 
dia-based captive BPO firm 
of Citigroup, for $505 mn in 
an all-cash deal. The deal 
also includes a pledge of $2.5 
bn through which TCS will of- 
fer process outsourcing ser- 
vices to Citi and its affiliates 
for close to a decade. While 
the accuisition is for 96.3% of 
CGSL stake, the deal is a 
comedown from the asking 
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rate of $800 mn an year ear- 
lier. The acquisition has wid- 
ened TCS's portfolio of end- 
to-end IT and BPO services in 
the global Banking and Fi- 
nancial Services Industry 
(BFSI) sector. It has given 
TCS a dedicated business 
pipeline in a volatile busi- 
ness environment and about 
12,472 professionals trained 
in core banking skills, which 
will be its biggest plus. The 
visibly happy TCS CEO and 
MD, S Ramadorai com- 
mented, "This is a landmark 
acquisition for TCS, helping 
us not only acquire new capa- 
bilities in the banking do- 
main but also underscoring 
the importance of our long- 
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term, sustainable relation- 
ships with our large custom- 
ers, including Citi.” Accord- 
ing to the TCS sources, the 
captive unit would be re- 
tained as a separate subsid- 
iary and there would be no 
immediate management 
changes. And for Citigroup, 
the pact marks the success- 
ful sale of one of its oldest 
assets in India and opens up 
enormous opportunities to 
bring in greater cost-efficien- 
cies. However, the issue 
around the acquisition 
seems to be not whether 
TCS paid more but if it 
should have done the deal at 
all in the current turbulent 
market environment. 





Sachin Above 12k, Sensex Below 10k 


When India’s master 
blaster Sachin Tendulkar 
brought joy to millions of 
cricket lovers by reaching 
Test Cricket’s Everest, the 
market continued to be a 
party pooper to the inves- 
tor community with its 
poor run of form. For 
Sachin, it was quite ex- 
pected. And the batting 
genius, with his typical el- 
egance, convincingly 
scaled past Brian Lara’s 
record of scoring the high- 
est aggregate of runs in 
the history of Test Cricket 
and also crossed 12,000 
runs on October 17 
against the formidable 
Australian side. And in- 
terestingly, on the same 
day, Dalal Street’s bell- 
wether index, the 30- 
share Sensex, plunged be- 
low 10k, to close at 9,975. 

For Sensex, it took 484 
trading sessions to climb 
from 10k (on February 6, 


2006) to touch an all-time 
high of 21,207 (on January 8, 
2008). However, it de- 
scended much faster and 
took only 91 trading ses- 
sions to plummet below 10k. 

Between 10k and 21k, 
BSE’s market capitalization 
went up by Rs 44,50,000 cr 
to Rs 71,02,000 cr. And dur- 
ing the fall from 21k to 10k, 
the loss to the investors' 
wealth was to the tune of Rs 
38.9 cr, with BSE's market 
capitalization standing at 
Rs 31,13,000 cr by the end of 
the trading session on Octo- 
ber 17. While the index was 
peaking from 10k to 21k, the 
net FII inflow was $24.8 bn, 
and during the slide from 
21k to below 10k, the net FII 
outflow was $12.4 bn. Dur- 
ing the rise, the top Sensex 
gainers were RIL, Reliance 
Infrastructure, L&T, 
Sterlite and Tata Power, 
which witnessed a dramatic 
jump in share prices; 





whereas during the fall, 
the top losers were Reli- 
ance Infrastructure, DLF, 
Sterlite Industries, ICICI 
Bank, Tata Steel, etc. 

Now, everybody in the 
Dalal Street is clueless. 
Even some market ana- 
lysts are of the view that 
this is not the end to the 
investors agony and more 
pains are likely to come, 
just akin to cricket pun- 
dits claim that this is not 
the end to Sachin's on- 
slaught and the Sachin 
juggernaut will continue to 
set new benchmarks of ex- 
cellence for some more 
time to come. 
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RBI's Liquid(ity) 
Balm 


The Reserve Bank of India 
is resorting to all possible 
measures to improve the 
tightening liquidity situa- 
tion in Indian market. On 
October 10, when the 
Sensex plummeted by 
nearly 1,000 points, RBI 
swung into action and took 
the decision to cut the Cash | 
Reserve Ratio (СВЕ), the / 
percentage of total deposits 

that banks need to main- 

tain with the RBI, by 100 

basis points. And interest- 

ingly, only a couple of days 

back, the RBI had cut the 

rate by 50 basis points. 

Again on October 15, the 

RBI reduced the CRR by 

1%. Now, this overall CRR 

cut of 2.5% have brought 

the CRR down to 6.5% and 

is likely to release Rs 

1,00,000 сг of bank depos- 

its that were frozen with 

the central bank till now. 

Another Rs 3,500 cr will: 
come into the banking sys- ` 
tem following the redemp- 
tion of bonds issued under 
the market stabilization 
scheme. 

The Apex bank has also 
decided to defer the auction 
of government's bonds of Rs 
10,000 cr under its annual 
borrowing plan to avoid 
sucking out liquidity from 
the system. In a statement, 
RBI said it is monitoring 
global developments very 
closely and would respond 
swiftly and even pre- 
emptively to any adverse ex- 
ternal developments im- 
pinging on domestic finan- 
cial sector, price stability, 
inflation expectations and 
continuation of growth mo- 
mentum of the Indian 
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The budget deficit in US 
swelled to a record $455 bn 
in the fiscal 2008. A slow- 
ing economy which ad- 
versely affected revenues, 
spending on wars, bank 
failures and soaring unem- 
ployment-related benefits 
have put pressure on the 
exchequer. The deficit for 
the year ended on Septem- 
ber 30 has far exceeded the 
White House's latest esti- 
mate of $389 bn, made in 
July. And in fiscal year 
2007, the budget deficit 
was nearly $162 bn, al- 
most one-third of that of 
the current year. 

It is a new record and 
broke the previous record 
of $413 bn set in fiscal 
2004, which was the fall- 
out of tax cuts and massive 


{ European Bank 
Bailout: A Breather 
to Markets 


As a part of concerted efforts 
to safeguard their faltering 
financial sectors, European 
governments have recently 
pledged a total of €1,873 bn 
($2.546 bn, £1,465 bn). The 
news came as a breather and 
soon sparked sharp rallies 
across the continent's stock 
markets. Following the ex- 
ample of UK, Germany said 
that it would issue up to 
€400 bn in credit guarantees 
. for inter-bank lending and 
set aside a €100 bn fund to 
infuse capital in financial in- 
stitutions and acquire illiq- 
uid assets. France has also 
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spending on Iraq war. Ana- 
lysts opine that a possible 
recession in the country 
will further tighten the rev- 
enue position and the rul- 
ing Democrats in Congress 
are discussing moves to 
calm the situation. Lou 
Crandall, the chief econo- 
mist at Wrightson ICAP in 
Jersey City, New Jersey, 
said, “The 2008 budget 
deficit is only a small taste 
of what's to come, in terms 
of federal intervention to 
stabilize financial mar- 
kets and the economy." 
The Treasury's recent 
plan to spend $250 bn to 
buy preferred stock in fi- 
nancial institutions is a 
kind of cash outlay and will 
add to the budget deficit. 
But the program and ex- 


to create “а level-playing 
field’ with British banks, 
Paris announced that it 
would guarantee up to 
€320bn in inter-bank loans 
and provide €40 bn in new 
capital for banks. The Neth- 
erlands, Spain, Italy, Aus- 
tria, Portugal and Norway 
have also joined the efforts, 
committing a total of 481 
bn in guarantees and capi- 
tal, while the British govern- 
ment said it would provide 
£37 bn (€47 bn) in new capi- 
tal to three of the country's 
largest banks—as part of its 
already announced £400 bn 
bailout plan. 

The stock markets 
across the globe soared as 
the news on coordinated Eu- 


ropean campaigns on bailing 
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panded Federal Reserve 
lending operations also 
could produce some rev- 
enue gains, avers Steve 
MeMillin, White House 
deputy budget director. He 
holds the view that the 
budget trend would likely 
follow the July assump- 
tions for a higher budget 
deficit in fiscal 2009 and 
decline after that; however, 
actual estimates had not 
been revised. 


banks spread. London's 
FTSE-100 soared up by 
8.396, its second biggest one- 
day gain on record, after the 
British. government an- 
nounced its bailout plan. 
Other European stock mar- 
kets followed suit. 
Frankfurt’s Xetra Dax rose 
by 11.496, while the CAC-40 
in Paris was up by 11.2%. It 
was also the best day for US 
stock markets since the re- 
bound following the Great 
Depression of 1929. The 
benchmark S&P 500 index 
surged by 11.6% to touch 
1,003.32, ending an eight- 
session losing streak. The 
Dow Jones Industrial Aver- 
age (DJIA) went up by 11.1% 
to 9,387.61 and the Nasdaq 


Composite Index by 11.8% to 
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Chinese Toy Firms 
Forced to Close 


Chinese toy firms are wit- 
nessing the hardest of times 
in recent years, and nearly 
52.7% of the toy firms 
(3,631 toy exporters) in 
China were forced to shut- 
down their businesses in 
the current year. China, the 
largest exporter of toys, ac- 
counted for 17 billion toys 
during the year 2007, but is 
now facing downturn for not 
complying with the interna- 
tional safety standards. 
The usage of harmful chemi- 
cals in their toys was disap- 
proved by the foreign buy- 
ers. The other factors re- 
sponsible for the decline are 
the global economic crisis, 
stronger Chinese currency, 
declining demand from the 
US, and the tougher safety 
standards. 

The licences of 600 Chi- 
nese toy exporters were can- 
celled at the beginning of 
this year. According to 
BBC's regional analyst, Jill 
McGivering, the stringent 
safety standards have in- 
creased production costs and 
led to the demise of many toy 
companies. According to a 
Chinese report, although the 
toy exports during the first 
half 2008 were $5.17 bn, re- 
cording 1.396 more than the 
previous year, yet the per- 
centage growth rate of 21.8% 
was lower than that of the 
previous year. The report 
further added that the credit 
crisis in US had further ag- 
gravated the situation, and 
accordingly the exports to 
US in 2008 declined by 
5.2%.а 
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New Foreign Trade Policy of India 


A Balancing Act 





The final annual supplement to the FTP policy has a simple and clear focus- 
incentive that will boost jobs. Measures such as extending DEPB scheme, 
extending income tax benefit to EOUs. providing duty credit benefit for 
Encouraging exports of toys and sports goods, extending interest 
Subvention, and extending focus market scheme to 10 more countries are 
expected to give some boost to exports as well as employment. 


— Sumanjeet 


Assistant Professor, Department of Management Studies, 
Sobhasaria Engineering College, Sikar Rajasthan, India 





tructural reforms have in 
creased the competitiveness of 
the Indian industry, and this is 
reflected quite vividly in the robust 
merchandise export growth. Since 
2002-03, exports have grown (in terms 
of US$) by more than 20% per annum. 
But the sharp 12% appreciation of the 
Indian runee against the US dollar 


over the past one year has hurt the ex- 
port performance, especially to the US, 
where about 20% of India’s exports go. 
The value of exports in 11 months from 
April 2007 to February 2008 grew by 
22.9%, from $112.64 bn to $138.40 bn, 
indicating that India is unlikely to 
achieve its export target of $160 bn in 
the fiscal ended March 31. On the other 


hand, cumulative value of imports in 
these 11 months was $210.89 mn, up 
30.21% from $161.96 bn. India's trade 
deficit in the first 11 months of fiscal 
2007-08 was estimated at $72.46 bn 
as against a deficit of $49.32 bn during 
April 2006-February 2007. The ongo- 


ing economic slowdown in the US is | 


likely to have a negative impact on the 
exports to other countries too. Com- 
bined with the high interest rates, 
there is a significant risk of slowdown 
in the export growth. Further, rising 
inflation, which has crossed the double 
digit mark, has cast its shadow on 
India's foreign trade and policy as well. 

Union Commerce and Industry 
Minister Kamal Nath has tried to take 
all these conditions into account in his 
final annual supplement to Foreign 
Trade Policy (FTP) 2004-09. The an- 
nual supplement to the FTP has set 
out an ambitious target of $200 bn of 
exports during 2008-09, up nearly 25% 
over the previous year. India aims at 
achieving 5% market share of the 
world trade by 2020. This means India 
has to ensure an average annual 
growth rate of 12% over the next 12 
years. With the merchandise trade— 
export and import—of the country cur- 
rently valued at $400 bn, it accounts 
for about 1.5% of the world trade. 
Added to this, the final annual supple- 
ment to the FTP policy has a simple 
and clear focus-incentive that will 
boost jobs. According to the Commerce 
and Industry Ministry estimates, ev- 
ery $1 bn of incremental exports would 
create 2.26 lakh new jobs. If exports 
rise by $45 bn, as targeted, the result- 
ant job creation would be a whopping 
1.01 crore. It is evident that during the 
last four years, increased trade activ- 
ity has created 136 lakh new jobs. 

In order to achieve the export target, 
Kamal Nath announced a slew of ‘inno- 
vative steps' that included extension of 
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scheme till May 2009; and extension о? 
the interest subvention scheme where 
exporters are given bank credit at re- 
duced rate of 6%. This would mean an 
outgo of Rs 1,050 cr from the exchequer 
in the current year. The meve is likely to 
provide relief to the exporters who have 
been hit hard by the rupee appreciation 
in the last one year. Extension of the 
DEPE would be without any changes in 
the in:piementation process. The DEPB 
scheme was originally to expire on 
March 31, 2008. However, the cabinet 
later withdrew DEPB benefits on items 
such as cement, steel, manganese and 
ferro chrome to improve the supply situ- 
ation in the domestic market in order to 
tackle the rising inflation. 

The Minister also extended income 
tax exemption to 100% Export Oriented 
Units (EOUS). The benefit, which was to 
end on March 31, 2009, will now end on 
March 2010. Various export organiza- 
tions, including Federation of Indian 
Export Organization (FIEO), had been 
lobbying for an extension. There are 
more than 2,300 EOUs in the country. 
However, the Software Technology 
Parks of India (STPI) scheme, which 
also faces uncertainty over eontinuation 
of the tax benefits, will not get the ad- 
vantages of EOUs. The policy also an- 
nounced additional duty-free credit of 
2.5% under the Vishesh Krishi Gram 
Upaaj Yojana (VKGUY) to boost export 
of fruits, vegetables and flowers, be- 
sides g:ving 6% interest annually to ex- 
porters if refunds are not made within 
one month of the due date. Further, the 
policy &nnounced tax refunds and inter- 
est subsidies to a spate of export seg- 
ments that are labor-intensive in na- 
ture, such as marine products, leather, 
textiles and handicrafts, and 5% addi- 
tional duty credit for export of tovs and 
sports goods. 

Though the trade policy focuses on 
boosting exports, the annual supple- 
ment to the foreign trade policy—with 
an eye on the rising inflation—has 
banned cement exports. This could be 
followed by a ban on export of primary 
steel. The policy has already withdrawn 
all the other benefits that were avail- 
able to zhe steel products. It is expected 
that the above steps would improve the 
availability of steel and cernent in the 
d ic market and it will automati- 
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cally check the rising prices of these 
commodities. But the ban on export of 
cement is not likely to have any signifi- 
cant impact on the domestic prices 
since Indian cement manufacturers ex- 
ported only 3.3 million tons (2% of total 
production) during the 11-month period 
till February 2008, as against the total 
production of 151.24 million tons, ac- 
cording to Cement Manufacturers As- 
sociation. To discourage cement ex- 
ports, the government recently with- 
drew Duty Entitlement Pass Book ben- 
efit on cement. Further, to curb infla- 
tion, the government has banned ex- 
ports of non-basmati rice, edible oil and 
pulses. In the case of the ban on export 
of non-basmati rice, it is likely to have a 
positive impact on the domestic prices 
since each year 4 million tons of non- 
basmati rice are exported. But when it 
went to 5 million tons last fiscal, the 
alarm bell rang and a ban on this vari- 
ety of rice was imposed as an advance 
action to avert domestic supply short- 
fall. Seeking to address the surging in- 
flation and the sharp dollar deprecia- 
tion amid the economic slowdown, the 
policy cut down customs duty in capital 


goods from 5% to 3%, a move aimed at 


buoying the industry whose growth has 
slowed down. Also, all exports under the 
scheme will be eligible for incentives 
under the various promotional 
schemes. The average export obligation 
under the scheme for premier trading 
house would be calculated based on the 
average of the last five years' export in- 
stead of the extant three years. Along- 
side, reduced average export obligation 
under EPCG for sectors that have seen 
decline in exports in the previous year is 
also announced. 

For tapping new markets, 10 new 
countries have been included under the 
Focus Market Scheme, with fiscal sops 
to the exporters. These countries are 
Albania, Bosnia, Colombia, Croatia, 
Djibouti, Ghana, Honduras, Mongolia, 
Macedonia and Sudan. While exporters 
welcomed the expansion of the Focus 
Market Scheme, they lamented that 
key markets of Russia, Brazil and 
South Africa have been left out of the 
scheme. Under the Focus Product 
Scheme, the government aimed at giv- 
mg a thrust to manufacture and export 
of certain products. However, the with- 





drawal of this benefit for steel products 
would have a limited impact on the Seo y 
tor. It is expected that out of the total. 
steel exports of about 4-4.5 million 

tons, the withdrawal of the focus prod- 

uct scheme incentive would impact only 

over 10% exports. 

India's telecom sector, which has 
seen a dramatic growth within the coun- 
try, is becoming outward looking. For 
encouraging the growth in this sector, 
the government will establish an Ex- 
port Promotion Council for telecom in 
partnership with the private sector. Ex- 
ports from the telecom sector are likely 
to more than double to Rs 4,000 cr this 
year from Rs 1,800 cr in 2007-08. i 
Kamal Nath also said that the informa- 
tion technology sector would be brought 
under the special focus initiative this 
year, with specific items in the sector 
being made eligible under the High 
Tech Product Export Promotion 
Scheme. This would enable funds to be 
specifically earmarked for this sector 
under the Market Development Assis- 
tance (MDA) and Market Access Initia- 
tives (MAT). Fiscal incentives available 
to units in Industrial Parks Scheme 
have been extended to IT, ITeS and 
R&D in natural sciences. The govern- 
ment will spend money under the Mar- 
ket Development Assistance Initiative 
for making the IT hardware sector a fo- 
cus area. To address the structural con- \ 
straints that exporters face, Kamal 
Nath announced the setting up of a 
Joint Task Force (JTF) to plan an inte- 
grated strategy to address these issues. 
He said the JTF would have represen- 
tation from the Central and State gov- 
ernments, local bodies, industry and 
exporters to evolve a detailed action 
plan to achieve this objective. The JTF 
will be mandated to look at: (1) Devel- 
opment of world-class infrastructure 
to facilitate trade involving an invest- 
ment of over $800 bn; (2) Measures to 
ensure trade facilitation through EDI 
to match world-class standards; (3) 
Development of global manufacturing 
hubs in selected sectors such as auto- | 
components, gems and jewelry, tex- * 
tiles, petro-products etc.; (4) Develop- 
ment of global services hubs in IT, 
Knowledge Process Outsourcing 
(KPO), industrial design, R&D and 
product testing; (5) Development of a 
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. chain of sector-specific skill-develop- 
E institutes; and (6) Encouraging e- 


commerce through e-governance. 
Despite the initial reservations of 
Finance Minister, Special Economic 
Zones (SEZs) are proving to be key en- 
gines of export growth. The government 
views SEZs as a vehicle of industrial- 
ization and employment generation. 
SEZs currently provide employment to 
more than 280,000 people. Incremental 
employment generated by the SEZs has 
shown an increase of over 150% in the 
last three years. According to govern- 
ment data, till December 2007, newly 


. notified SEZs provided employment to 


f 


about 61,000 people. Meanwhile, the 
private sector provided employment to 
about 36,463 people. Exports from 
SEZs are expected to touch Rs 1,25,000 
cr in 2008-09, an increase of more than 
86% over the last fiscal. Exports from 
SEZs in 2003-04 was just Rs 13,854 cr. 
Till now the government has granted 
453 formal approval for the setting up 
of SEZs, of which 207 have been noti- 
fied, while others are at various stages 
of implementation and operational. 
Other measures announced include 
treating of all Electronic Data Inter- 
change (EDI) ports as a single port, re- 
duction in application fee for duty 
credit scrips and EPCG authorization, 
reduction of application fee for the im- 
| porter and exporter code, and a joint 
task force to plan an integrated trade 
strategy to address the structural 


problems of exporters. Also, export on 
consignment basis has been extended 
to colored gem stones. Moreover, waste 
or scrap generated during manufactur- 
ing in SEZs can be freely disposed in a 
Domestic Tariff Area (DTA). Surat 
Hira Bourse has also been recognized 
as a port for jewelry exports. 

Trade is not an end in itself, but a 
means to economic growth and national 
development. The primary purpose is 
not the mere earnings of foreign ex- 
change, but the stimulation of greater 
economic activity. Economies of scale, 
international specialization and also 
the fruits of scientific and technical 
progress in the world become more eas- 
ily available through the foreign trade. 
Therefore, in the context of planned eco- 
nomic development of developing na- 
tions, an appropriate foreign trade 
policy has become very much necessary 
and significant. Keeping in view, the 
growing importance of foreign trade for 
various sectors of Indian economy, 
Kamal Nath announced final annual 
supplement to the foreign trade policy 
to check the spiraling inflation, ex- 
tended sops to exporters to sustain 
growth in the export sector, and gave re- 
lief to sectors hit by appreciation of In- 
dian currency against the US dollar. 
Further, measures such as extending 
DEPB Scheme, extending income tax 
benefit to EOUs, providing duty credit 
benefit for encouraging exports of toys 
and sports goods, extending interest 
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subvention, extending focus market 
scheme to 10 more countries are ex- 
pected to give some boost to exports as 
well as employment. The target of $200 
bn set by the Commerce Minister is 
achievable, as it is an overall target and 
not sector-specific, and it would include 
exports of various sectors including 
gems and jewelry and petroleum prod- 
ucts, which have been doing well. Fur- 
ther, fortunately, 2008 has started on 
a positive note: the rupee is fairly 
stable while currencies of competitor 
countries have appreciated more. Gov- 
ernment intervention, such as export 
ban (as in the case of rice, edible oils, 
cement, etc.), may have little short- 
term impact on rising prices. But this 
move will not have any significant im- 
pact on the corporate earnings of the 
firms which are engaged in exports. as 
the domestic demand is likely to pick 
up in the coming days. Instead of trying 
to export more vegetables and fruits, it 
may be better to focus on the export of 
flowers. As a general rule, export ban 
should be avoided, though it may cause 
much damage if it is used in a limited 
way, in exceptional circumstances, and 
that too temporarily. In short, the fmal 
supplement to FTP tries to balance be- 
tween rising inflation, appreciation of 
rupees and export growth, and the re- 
sult is remarkably good foreign trade 
policy.s 
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Upping the Ante 








Corporate bond market in India has not flourished as much as its equity or 
gilt counterparts have. In recent times, Sebi, the market regulator, has come 
up with а slew of measures to give the much-needed impetus to this much- 
maligned segment. 





crisis. Alan Greenspan, the former 

Chairman of Federal Reserve had 
commented that the crisis would have 
been less severe if East Asia had a 
strong domestic bond market (govern- 
ment securities as well as the corpo- 
rate bond market). This speaks vol- 
umes of how helpful a strong debt mar- 
ket could be for an economy. But unfor- 
tunately, in India, bond market is no- 
where near its equity counterpart ei- 
ther in terms of breadth or in terms of 
innovatior. And in the last few years, a 
meteoric rise of the stock market, 
coupled with increasing retail appe- 


[: the aftermath of the 1997 Asian 


funds by selling equities rather than 
bonds. Even in the bonds melee, the 
corporate bonds have lagged far behind 
the Government Securities (G-Sec). A 
staggering four-fifth of the bond mar- 
ket is dominated by G-Sec, and so to 
most people, debt instruments are 
synonymous with government securi- 
ties, which are issued and regulated by 
the Reserve Bank of India (RBD on be- 
half of the Government of 
India (GoD. On the other hand, rela- 
tively dormant corporate bonds, which 
are regulated by the Securities and Ex- 
change Board of India (Sebi), have not 
yet caught the fancies of the private 


— oe ama Amn ie Her чества hw finan- 


cial institutions, banks and public sec- 
tor units. 

Though the corporate bonds in In- 
dia have not matured enough, they can 
undeniably play a crucial role in Indian 
financial system, particularly in the 
context of current doldrums in the eq- 
uity market. It can indeed help provide 
funds to myriad infrastructure 
projects, and corporates can also easily 
raise funds and insulate themselves 
from external shocks. Realizing the po- 
tential of developed corporate bond 
market, the market regulator, Sebi, in 
recent times, has risen to the occasion 
and has come up with a gamut of mea- 
sures to invigorate the corporate bond 
market. 


Hobbling market 

Till the early 1990s, medium and 
long-term finance needs of India Inc. 
was met by development financial in- 
stitutions such as ICICI, IDBI, IFCI, 
LIC and GIC. Even state level finance 
corporations and commercial banks 
had chipped in with term loans to the 
corporates. But the subsequent con- 
version of the development finance in- 
stitutions into full-fledged commer- 
cial banks has created a huge vacuum 
in the development finance space that 
is yet to be filled. And the currently 
functional commercial banks are un- 
able to fill the vacuum as their short- 
term focus on profit may create an as- 
set-liability mismatch. So there re- 
mains the problem of illiquidity in 
the market, which calls for nurturing 
the fragile corporate bond market in 
India. 

Even in recent times, many factors 
worked against the development of cor- 
porate bonds market in India. The easy 
routes of External Commercial Bor- 
rowings (ECBs) for raising funds did 
not augur well for the growth of corpo- 
rate bond market (though the RBI has 
recentlv imposed some curbs on fund 
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INTERVIEW 


“A viable and competitive corporate bond market with relaxed investment restric- 
tions would ensure more stable foreign money in the market." 


What are the reasons for the underdevelopment of corporate bond 
market in India, vis-à-vis the government bond and equities market? 
Anita Gandhi: After the economic liberalization of the 1990s, 
the development of capital market picked up pace. Although 
the bond market as a whole is bigger than the equity market, 
itis not as vibrant as its equity counterpart. Eighty percent of 
this market is dominated by government securities and so to 
most people debt market is synonymous with government 
securities. With this level of immaturity, it can more aptly be 
termec as a debt market instead of a bond market. However, 
it is interesting to note that when statistically analyzed by 
the market size, the equity market plunged from 42% of GDP 
in 1995-94 to 28.656 of GDP in 2000-01. Over the same period, 
thanks to the fiscal deficits, the Gol bond increased from 28% 
of GDP in 1993-94 to 36.79» of GDP in 2000-01. Progressing 
from here, Gol bond market should have grown by leap and 
bounds as compared to the equity market. Contrary to this, 
the developments in the equity market gave opposite out- 
come, where the improvement in liquidity was superior to 
that observed in the Gol bond market. 

The major factors responsible for the slow growth of corpo- 
rate bond market in general are: 

l. In contrast with the equity market, the bond market in 
India is more controlled and protected from foreign invest- 
ments. The FII investment cap in Gol bond market at present 
is $4.7 bn ($3.2 bn in government securities and $1.5 bn in 
corporate debt). To add to it is the recent ruling that the invest- 
ment by FIIs in debt-oriented mutual funds (including the 
units of money market and liquid funds) will be hereafter con- 
sidered as corporate debt investments and reckoned within the 
stipulated limit of $1.5 bn. 

2. Inadequacy or lack of transparency and governance 
standards do not provide enough confidence to investors. Cor- 


porate bond investors will be widely dispersed and therefore 
will have less bargaining power and less liquidity. 

3. Regulatory and procedural requirements make public 
offering of bonds expensive and time-consuming. Corporates 
find it easier to either borrow from banks or make a private 
placement of their bonds. 

4. With only institutional players in the bond market, over 
the counter bulk trading makes trading activity less transpar- 


ent. A diverse investor base promotes trading activity. The di- _ 


versity of investor needs would ensure diverse instruments. 
Here again, the need of foreign investors can be emphasized. 

9. Non-availability of bankruptcy laws leaves investor at 
risk and this has also contributed towards slow development 
of the corporate bond market. 

6. Lack of infrastructure required for a well-developed 
bond market, which again is subject to significant time and 
resource costs. 

7. Multiplicity of regulators governing the bond market. 

8. Earlier due to the presence of ‘development finance in- 
stitutions like ICICI, IDBI (now banks) and banks, corporate 
in India did not face the crunch or need of a liquid bond market 
to access funds for investment. 

Thus, illiquidity, strict regulatory requirements, ceilings 
on exposure by insurance companies and FIIs and lack of 


transparency are some of the reasons why public issues of. 


bonds haven't been commonly used. 

Rajiv Anand: The underdevelopment of the Indian fixed in- 
come market, more particularly the corporate bond market, 
has been a big disappointment. The infrastructure in the eq- 
uity markets is world-class and this has helped the growth of 
the equity markets. It is very difficult to pinpoint the specific 
reason for the failure of the growth of the bond markets. Some 
of the reasons are the continuation of the loan market which 


raising through ECB route). And on top 
of it, the preferred and quick route of 
private placement has blocked the par- 
ticipation of retail investors in corpo- 
rate bord market and thereby badly 
impaired liquidity position in the mar- 
ket. Whatsoever, according to 
investopedia.com, private placement 
refers to “raising of capital via private 
rather than public placement". The re- 
sult is the sale of securities to a rela- 
tively small number of :nvestors. In- 


vgtors involved in nrivate nlacements 


are usually large banks, mutual funds, 
insurance companies and pension 
funds. According to the latest Eco- 
nomic Survey, though Sebi is preparing 
the ground for the revival of the corpo- 
rate debt market, private placement of 
bonds remains the most preferred op- 
tion for companies to raise funds in In- 
dia. The survey further adds that the 
total amount of the capital raised 
through different instruments in the 
primary market was 31.5% higher in 
#007 as compared to 2006. And compo- 


nent-wise, private placement at Rs 
1,11,838 cr (up to November 2007) ac- 
counted for the lion's share during the 
calendar year 2007. Moreover, many 
experts opine that, considering the 
comfort and the speed that this route 


brings along with it, this trend is likely | 


to continue. 

There are other factors also which 
are hindering the growth prospects of 
the corporate bond market in India. 
There is hardly any corporate player 
who is capable of and willing to meet 


| 
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. 18 operationally easier than the bond market and more im- 


. Source requirements of the corporate entities 


\ 


| portantly does not need to be ‘marked to market’. Secondly, 


(most participants tend to hold securities to maturity, thereby 
curbing trading and liquidity. I also believe that FIIs should 
be allowed into the Indian bond market and this will help 
deepen the markets. 


What role could a developed corporate bond market play in India? 
Anita Gandhi: A mature capital market requires existence 
of both a mature equity as well as a mature bond market. A 
mature debt market is needed for a number 
of good reasons. 

A well-developed bond market could pro- 
vide a stable source of finance; especially, 
when the equity market is volatile and re- 


are high in a developing economy like ours. 

It could supplement the banking system 
in meeting the requirements ofthe corporate 
sector for long-term capital investment. The 
banks may not be in a position to lend to a 
long-term infrastructure project with a high 
gestation period with its short-term depos- 
its as it would create an asset-liability mis- 
match. 

The need for capital for infrastructure 
projects can be gauged from the statistics 
given by some reports which state that India 
needs to invest around $475 bn between now 
and 2012 to develop its infrastructure— 
roads, ports, power stations, etc. At the present levels of pub- 
lic investment, there will be a huge deficit of around $162 bn. 
Leaving infrastructure to the private sector is not feasible, 
and foreign capital inflow beyond a certain limit can be detri- 


j mental. At least half of the additional financial savings in 


India over the next five years must get channeled into infra- 
structure projects, and a well-developed debt market could 
facilitate this flow of money. 

Infrastructure development also calls for a market of 
securitized products for which again an active debt market is 
required. In India, there is a huge potential for municipal 
bonds also. 
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With India now being rated as investment grade country, 
its continuing growth story has attracted more and more FMs 
to the country. The resulting inflow of funds has been a major 
cause of worry for the RBI. A viable and competitive corpo- 
rate bond market with relaxed investment restrictions 
would ensure more stable foreign money in the market. The 
Tarapore Committee in fact recommends the development 
of an active debt market as a prerequisite for capital ac- 
count convertibility. 

А developed domestic bond market can overcome over- 

reliance on bank financing, particularly 
short-term bank financing. Bank loans in 
India are six times bigger than the out- 
standing stock of corporate bonds. Such 
debt market will attract large and well- 
run corporates as it would give them stan- 
dardized discovered rates and fees. This 
will allow the commercial banks to divert 
more of their resources to financing SME 
business. 
Rajiv Anand: India is a capital starved na- 
tion. Although savings rates have moved up 
to over 30%, we seem to have an issue of 
canalizing these savings into long-term 
bonds that could meet our infrastructure re- 
quirements. This is essential for the growth 
of India in general and capital markets in 
particular. 


What should be the role of market regulator in de- 
veloping a solid corporate market in India? 

Anita Gandhi: Some of the basic steps required to stimulate 
and establish a competitive market would be developing a 
robust system for issuing, trading, clearing and settlement, 
market surveillance and enforcement; creating viable pool of 
investors; widening the issuer base; reducing the high cost of 
issuance, etc. And to develop such a market you require a 
market regulator. 

Presently, the securities market in India is regulated by 
multiple authorities (which at places overlap)—RBI, Sebi, 
Department of Company Affairs, Department of Economic 
Affairs and the Ministry of Finance. Bond market in India is 


the strict investors’ requirements in 
terms of transparency and governance 
standards. Public offering of bonds, 
being costly, time-taking and proce- 
dure-oriented, have garnered luke- 
warm response from the corporates 
who are finding it easier to either bor- 


4 row from banks or through ECBs or 


make a private placement of their 
bonds. Unlike the equity segment, 
hedging instruments have not ma- 


tured much in the corporate bond mar- 
ket Whila anit, Aawiratiean ama Так. 


have matured enough, interest-rate 
futures, which were introduced in In- 
dian bond market in 2003, are practi- 
cally dead now. The more arcane 
credit-default swaps have only in re- 
cent times made a dubious entry into 
the debt market. The mark-to-market 
norms or valuing loans at market 
prices, prevalent in the corporate bond 
market, are also pushing banks away 
from investing in corporate bonds. The 
non-availability of bankruptcy laws to 


any good to the prospect of the corpo- 
rate bond market. Most importantly, 
Foreign Institutional Investors (FIIs), 
who are mainly responsible for the 
spectacular growth of the equity mar- 
ket in recent times, have not received 
the same reception in the corporate 
bond market. The FIIs can play in the 
corporate bond market the same role 
that they have played in the equity 
market. "The FIIs should be allowed 
to invest in a big way to develop the 
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primarily regulated by RBI on the G-Sec side and Sebi on 

\the corporate bond side. The committee on financial sector 
E. has suggested making Sebi the sole market regu- 
lator for both government as well as corporate bonds, which 
will encourage the growth of bond along with currency, in- 
terest rate derivatives markets, thus helping the growth of 
all. 

As a major initiative towards preparing a road map for 
the development of this market, the govern- 
ment appointed a high-level committee on 
Corporate Debt and Securitization in July 
2005 under the chairmanship of RH Patil. 
Since then the Sebi has taken a number of 
steps to develop the corporate debt market 
by simplifying the issue processes and 
bringing in more transparency. 

| In December 2007, Sebi announced sig- 
nificant relaxations in its rules and proce- 
dures governing new corporate bond issues. It 
permitted issuers of bonds to go to the mar- 
ket with their public and rights issues after 
obtaining a rating from just one rating agency 
as against earlier requirement of two. To al- 
low more retail participation and give more 
depth and liquidity, Sebi reduced the size of 
an individual lot of corporate bonds. 

Union Finance Minister P Chidambaram in his Budget 
for the year 2008-09 mentioned about his intention to en- 
hance the tradability of convertible bonds by enabling inves- 
tors to separate the embedded equity option from convertible 
bonds and trade them separately. 

Sebi has proposed to quicken and simplify the process of 
debt issuance for listed companies as well as mandatory list- 
ing of private placement of debt in its new draft regulations 
for corporate bonds. The proposed regulations will reduce the 

f regulatory burden on issuing companies without compromis- 
ing on the rights of investors. 
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Rajiv Anand: I believe the regulators have done a lot to im- 
prove the trading infrastructure for corporate bonds. One of the 
key issues that needs to be addressed is the creation of a credit 
derivative market. This will help in better distribution of 
credit risk within the system. However, given the credit prob- 
lems one is seeing in the US, it looks unlikely that credit de- 
rivatives will be started in India any time soon. However, as 
they say, you can take a horse to the water but you can't make 
him drink! 

I also believe that it is essential that 
the fixed income markets are opened up to 
foreign investors. This will add depth and 
breadth to the market, and also add to the 
level of sophistication in the market. See 
the phenomenal progress one has seen in 
the equity markets, thanks to the infra- 
structure that has been built and the 
opening up of the markets to FIIs. 


Any other comments? 

Anita Gandhi: Developing bond market 
may not be too difficult, as a precedent fer 
successful implementation of policies has 
been set during the 1990s in the process of 
creating a competitive equity capital mar- 
ket. Prior to these reforms the equity mar- 
ket also experienced many shortcomings that the debt mar- 
ket suffers from today. 

A complete package of developed bond-currency-derivative 
market is needed to leverage the rupee's emerging status as 
one ofthe world's leading currencies in which governments and 
companies from around the world would want to issue debt. 

It is pleasing to note the fantastic overall growth of the 
Indian financial sector in recent years. А more vibrant corpo- 
rate bond market will help in completing the circle with active 
equity and gilts markets. The corporate bond market need 
not remain a poor cousin. 


The quantitative limit of FIIs' invest- 
ment is $3.2 bn in gilts and $1.5 bn in 
non-gilts," opines Golak C Nath, the 
Vice-President, Clearing Corporation 
of India. Sebi has recently raised the 
maximum investment limits for FIIs 
in G-Sec to $3.2 bn from $2.6 bn, but 
the FIIs' exposure in corporate debt 
market is a meager 1% only. 


Promoting a vibrant market 

In many developed nations, bond mar- 
ket, particularly the corporate bond 
À market, is more popular than the eq- 
uity market. Апа it is indisputable 
that in India too, a robust corporate 
bond market can complement the al- 
ready well developed and active eq- 
uity and gilt markets. Besides, India 


is a capital starved nation and it 
would be wonderful if India can ar- 
range more capital domestically. Ac- 
cording to an estimate by the Central 
Statistical Organization (CSO), the 
gross domestic savings as a percent- 
age of GDP has increased from 23.6% 
to 34.5% during the period 2000-02 to 
2005-07. But the problem is that In- 
dia has not been able to canalize these 
healthy savings into long-term invest- 
ments due to underdeveloped corpo- 
rate bond market. It is estimated that 
India needs to invest around $475 bn 
between now and 2012 to build roads, 
ports, power stations and subway sys- 
tems. But given the staid nature of the 
Indian bond market, it is likely to 
miss the target by a staggering $162 


bn. Moreover, from the perspective of 
an emerging nation like India, a liquid 
corporate bond market can play a 
critical role in supporting economic 
development as it supplements the 
banking system. It can foster credit 
culture and promote market disci- 
pline. А vibrant corporate bond mar- 
ket may empower the government and 
the RBI with another avenue—be- 
sides the gilt market—to monitor in- 
terest rates in the country. 


Slew of measures 

Unlike in equity and the government 
securities markets, absence of proac- 
tive regulations in the corporate bond 
market stood in the way of its smooth 
development. In India, government se- 
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curities market is regulated by the 
RBI, whereas Sebi regulates the cor- 
porate bond market. It is often the re- 
frain of market experts that the over- 
all bond market regulation has fallen 
between two stools (RBI and Sebi), 
and they believe that a single regula- 
tor would better help promote the 
growth of bond, currency and the inter- 
est rate derivatives, none of which has 
ripen in India. 

In recent times, Sebi has introduced 
a slew of measures to boost the fledg- 
ling corporate bond market. Last year. 
Sebi announced major relaxations in its 
rules and procedures governing the is- 
suance of new corporate bonds. Under 
the new norms, Sebi will allow issuers 
of bonds to enter the market with their 
publie and rights issues after obtaining 
a rating from just one rating agency. 
unlike the earlier trend of obtaining rat- 
ings from two separate agencies. Fur- 
thermore, such a rating need not neces- 
sarily be of investment grade only. Ever 
a rating below investment grade bonds 
wili now be acknowledged. There have 
been further relaxations aimed at mak- 
ing issuance of debt instruments and 
the structuring of derivatives more flex- 
ible. Such measures include making the 
public issue process more transparent 
and wicening the base of investors, par- 


Moves to Improve Corporate Bonds 


Most of the recommendations of the High 
Leve Committee on Corporate Bonds and 
Securitization, chaired by Dr. RH Patil, have 
been taxen up for implementation. The Union 
Budget 2008-09 has abolished Tax Deduc- 
tion at Source (TDS) on comorate bonds. 
The trading platforms started by the Bombay 
Stock Exchange (BSE) and the National 
Stock Exchange (NSE) have now been in 
operation since July 2007. The Fixed Income 
Money Market and Derivatives Association of 
India (НММРА) trade reporting platform for 
capturing the OTC trade data has also been 
operational since September 2007. 

These initiatives will ensure the develop- 
ment of a healthy secondary market once 
there is adequate incentive fer more public 
issuances and listing. The Securities and Ex- 
change Board of India (Sebi) is in the process 
of simplification of the issuance procedures 
and ratonalizations of the listing norms for 
corporate bonds. 


Source: RBI 


ticularly given the fact that private 
placements have continued to domi- 
nate the corporate debt market this 
year too. And the new Sebi moves have 
started to show results. According to 
the Economic Survey of 2008, market 
capitalization of corporate bonds has 
risen by 38% from a year earlier and 
reached Rs 68,074 cr for end-December 
2007 . During the same period, market 


| 


capitalization of government bonds 
rose only by 11.6% and touched Rs 
13,18,419 cr. 


market. 


More moves by Sebi 

Other measures by the Sebi include ra- 
tionalizing disclosure norms and rais- 
ing the powers of merchant bankers so 
that they can exercise better due dili- 
gence and issue certificates for new is- 
sues. It has also constituted various 
committees to avoid repetition of dis- 
closures and also to make information 
more accessible to the public. Though a 
sub-committee to integrate the disclo- 
sure process for corporates is already 
present, the market regulator has also 
set up a group to make the entire issue 
process more efficient and accessible. 
This new panel, known as Group on Re- 
view of Issue Process (GRIPS), will also 
focus on making the issue process take 
full advantage of the existing infra- 
structure and data, apart from enhanc- 
ing efficiency in the price discovery pro- 
cess. And in a more recent step, Sebi 
has allowed six entities to build trade 
facilitating platforms or e-platforms 
that would display information on trad- 
ing volume and end-of-day prices of cor- 
porate bonds. The online platform will 
show real-time quotes and volumes of 
trading on corporate bonds. One of the 
private brokerage houses to obtain Sebi 
approval is Derivium Capital and Secu- 
rities Pvt. Ltd., a leading player in the 
corporate bond market. Emphasizing 
the need to boost the corporate bond 
market, Ashish Ghiya, Managing Direc- 


In recent times, Sebi has introduced a slew of 
measures to boost the fledgling corporate bond 


tor of Derivium, said, “If India is grow- 
ing at 9% per annum and so much of, 
infrastructure is to be funded, we need a. 
fair amount of debt because equity 
alone cannot support this growth. We 
also cannot rely on banks to keep on 
funding the growth. We need to deepen 
the corporate debt market." Even at the 
time of presenting the General Budget 
for the year 2008-09, Union Finance 
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Minister P Chidambaram commented 
that he planned to enhance the 
tradability of domestic convertible 
bonds by putting in place a mechanism 
that will enable investors to separate 
the embedded equity option from con- 


vertible bonds and trade them sepa- 


rately. 


Fils — The key 

But despite the best intention of Sebi, 
all these efforts may not suffice to 
bring about the much-needed zing in 
the insipid corporate bond market. 
Now situation demands more inflow of 
foreign capital into the corporate bond 
market. In fact, current data suggests 
that even the FIIs are on a selling spree 
in the equity market and they seem to 
be favoring Indian debt market. In De- 
cember alone, FIIs have invested 
double the amount of their equity in- 


vestments into debt securities in In- 


dia. Data with Sebi indicate that while 
FIIs have sold stocks worth more than 
Rs 28,558 cr on stock exchanges, they 
have sold debt securities only to the 
tune of Rs 953 cr in December. Simi- 
larly, FIIs have invested almost $700 
mn in the Indian debt market, com- 
pared to a much lower figure of $352.6 
mn in equities. So, given the interest 
foreign investors are showing in the In- 
dian debt market, it is high time that 
some relaxations on the FII front were 
made.s 


ui 
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Prediction markets are no longer confined to academic or consumer 
research. These markets are now a valuable tool for executive decision 
making, lowering cost and increasing accuracy. 





rediction markets are specula- 
tion hubs where traders predict 
future events such as the election 
outcomes or on economic outcome, such 
as the US hit by a recession or the Fed- 
eral Reserve rate predictions and so on. 
The markets employ the “wisdom of 
crowds" theory to produce dynamic, 
probabilistic predictions, combining the 
collective knowledge of many individuals 
who adopt different perspectives. They 
are beginning to be employed to obtain 
information about all kind of events, 
from terrorist attacks to naturally occur- 
ring incidents such as flu epidemic. 
Individuals place bets on questions 
ranging from “Will the US enter a reces- 
sion in 2008?" to “Where will the next 
hurricane make the landfall?” Some of 
the best online markets include the Iowa 
electronic markets, Yahoo's tech buzz 
game and PublicGyan. Intrade, run by 
the Trade Exchange Network, an Irish 
firm, has earned $76 mn of bets this 
year. Its data have reportedly been used 
by America's Commodities Futures 
Trading Commission, the United States 
Navy, various Federal Reserve banks, 


and the European Central Bank to fore- 
cast everything from elections to busi- 
ness successes and failures. 


Crowd wisdom 

Prediction markets can be defined as a 
set of binding agreements where indi- 
viduals trade contracts, and payoffs are 
associated with efficient forecast of cer- 
tain predetermined events in the future. 
These markets aggregate disparate 
pieces of information to produce market 
generated forecasts and have typically 
outperformed expert opinions. These 
were found to be more accurate than pro- 
fessional pollsters or market research- 
ers. At the heart of these markets is the 
belief that it is the best method for ag- 
gregating opinions of large groups of 
people and come up with forecasts of 
events in the real world. 

Their principle is much like a futures 
market, where the price of a contract is 
based on a collective day-to-day judg- 
ment either on a straight number, sales 
forecast, or a probability measured as a 
percentage. Every ‘buy and ‘sell’ decision 
of an individual trader correlates tha 


price of each contract in theory and re- 
flects the probability of the occurrence-of 
the event. For example, for predicting 
whether Barack Obama would win the 
US Presidential election, a trader can 
buy a $1 bill for 44 cents; the catch is, he 
would get the $1 only if Obama wins. 
Since the $1 bill is selling for 44 cents, it 
implies that the market believes him to 
have a 44% chance of winning the presi- 
dency. In an efficient prediction market, 
ultimately the price is the best predictor 
of the election outcome. 


From Google to the US elections 
Today, prediction markets have moved 
from general election predictions to 
other industries like retailing, consumer 
packaged foods, hotels, healthcare, 
steelmaking and telecommunications. 
In the last four years, dozens of major 
corporations began experimenting w:th 
prediction markets to try to reduce risk 
and accelerate innovation by tapping 
into the collective wisdom of the 
workforce. The companies which have 
joined the club include Cisco Systems, 
Microsoft, General Mills, Arcelor Mittal, 
Swisscom, Yahoo!, General Electric, 
Hewlett-Packard and many more. They 
have also been applied to predict Fed's 
policy actions, leading economic indica- 
tors, stock prices, etc. At the same time, 
a network of software and service suppli- 
ers like Consensus Point amd 
NewsFutures has been working on tech- 
niques and software to help companies 
set up prediction markets. 

Prediction markets help impreve 
business decisions and are an effective 
way for upward information flow within 
an organization. Google is the most 
known company in the lucrative predic- 
tion market, where employees generate 
predictions on the performance of their 
products or the company's share price. 
Organizations use the aggregated re- 
sults to augment existing forecast meth- 
ods and improve upon corporate perfor- 
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егте, ө р derivative markets. The bets ebu. el aion. Т The price of this eve 


_ Spor s, finance, politics. movie business, and information tech- а 
| we y business) are traded among people or organizations on _ 
a prediction exchange. The most popular public prediction ex- 





_ changes. are Betfair, TradeSports, Betdag, InTrade, 
~ :wsFutures, HubDub and the Hollywood Stock Exchange. . 





: _ Laureate, Economics) told the CFTC: 


_ ties to engage in risk-taking decisions that redistribute exist- 
c ing resources. Event contracts markets arein the class of vari- 


_ able-sum stock and derivatives markets in which information 
- onthe future outcome of productive and technological activities. . 


| i is dispersed, uncertain, and rendered valuable to society when 


. aggregated into prices. The information priced in these mar- 
kets enables actions to 5e taken that create wealth. Similarly, 
. in event markets, better information made possible by trading - 
. event. contracts produces social gains that make such activity - 


a wealth enhancing. Thus, if a futures market in Florida orange 


2 juice enables improved predictions of frost, better crop deci- 


_ sions enhance wealth creation and potential improvements in 


a technology. Moreover, all these issues are important genera- = 


_ tors of testable hypotheses, which can help to inform both the 


. extent to which they create social and economic value and 


ations are desirable. 





. whether new regu 






z ^ prediction market i isa market for а contract that vielas. E 
"m nents based on the outcome. ofa a] partially uncertain fu~ 





; means fhati in a series of eventa Е шый, 18 жил at ы 30 Oe os 
_ ability, then 60 times out of 100 the favored outcome wi * 
m occur; and 40 times out. of 100 the unfavored outeome will Г 
c Prediction markets are not about gambling, but about 
betting Here is what Professor Vernon Smith (2002 Nobel c 
| . these three types of markets. The main gambling v 
_. Event markets do not constitute gambling. Сане in- yol 
| ‘volves the deliberate creation of artificial zero-sum opportuni- 





Erie Zitzewitz: I do not think there i a агй line h be i; ^ 








tion market difference i is that i in gambling, a )00 DOR cer us X d 


ally has a monopoly on offering odds (at least а tt their. 
-'sportsbook), whereas i ina prediction market (e.g., Betfai | 


Intrade), the organizer usually just runs the exchange 
and does not take positions. — : 
The difference between futures and prediction нагі is 
also subtle, especially with the futures exchanges introducing 
futures on specific events, like Fed actions. Right now, the 
biggest difference is that futures markets are regulated by 
the CFTC and prediction markets аге. зевару unregulated, 


but this is likely to change. 


What facters have contributed to making prediction markets more 
popular now? How successfully are they tested у — pole 
makers, and in financial markets? o ooo = 
Chris F Masse: The prediction markets have gained in » popu- 
larity during this past decade; thanks to: ы | 
* The brouhaha made by DARPA's Policy А Analy: alysi 
2003 (which was a project masterminded by Rob 
* The book The Wisdom of Crowds oe te 
Surowiecki; Ux 






ployees with incentives for truthful rev- 
elation aad effectively capture how orga- 
nizations respond to external events. 


Challenges remain 

One of the most inherent dangers for pre- 
diction markets is they are subject to 
manipulation and speculative moves by 
interested parties. This was even a great 
concern in internal corporate markets; 
the organizers at Googie were increas- 
ingly concerned about the possibility of 
marke: manipulation оу average em- 
ployees and senior management. Ma- 
nipuiation is an important challenge be- 


ranee the natontial retina far гизо 


the financial losses. Also, it has been ob- 
served that the information collected 
about future events have the influence to 


shape the decisions about real-world 
outcome. For instance, in the case of po- 
litical prediction markets, voters co not 
extend their support for a candidate who 
is faring poorly. 

While the markets significantly out- 
perform the long run forecasting tools 
like polls in predicting events, deceptive 
tactics such as bluffing and reticence 
cloud their accuracy. Bluffing about in- 
formation defeats the purpose of these 
markets. There have also been circum- 
stances when reticence has benefitted 


traders. Experts’ solution to such dishon- 
est tactics is to impose a penalty on such 
trades by charging the participants. Fur- 
ther, there is a tough organizational 
challenge for the markets to take off, 
since the concept behind the markets 
counteracts some of the basic param- 
eters such as expertise, knowledge, and 
the way organizations should work. Al- 
though, it is just about combining the col- ‘ 
lective wisdom of the participants, many ' 
people have big questions about them, 
despite the evidence that they work well. 

The success of prediction market de- 
pends on the rich involvement on the 
part of informed. diverse individuals. 
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High returns for your 
high priority future needs 


Daughter's marriage. Child's education. Your retirement 
В В 
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Invest Rs.8,500 per bond and receive | 
Rs. 20,000 after 10 years and for Rs.3 crore | 
& above, invest Rs. 8,450 per bond | 
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* High post tax return — 12.1896 p.a. simple 
* Returns are treated as Capital Gains 

* Indexation benefit available 
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_ many research papers abi апае have een E 
рар isl ed showing that they : are slightly supe- . 
-rior to polls and other forecast: n 
|. The private prediction exchanges runby .-. 
_ corporations are difficult to assess because _ 
. their trading data are not public, — . 5% 
_ Erie Zitzewitz: Political futures markets have been the 
_ ‘killer application’ for the public prediction markets. These 
. markets get reported on by political journalists, which gets 
..the markets exposed to exactly the people who are likely to 

08 want to trade in them. Yeu usually see spikes i in prediction 
_ market activity in the US presidential election ens and this 
. year has been no exception. 

_ Ном do you see the potential ef prediction. markets i in making accurate 
. predictions, reducing risk, and accelerating decision making? 








Chris F Masse 
Founder, Midas Oracle.org, France 





than ТОЙЫНА polite or mate e searchers. | 
Please elaborate. ——— veg 
Chris F Masse: It is sii iiai many racar 
papers and articles sho that political predie- - 
| kets ha lictive power that is - 
slightly more powerful than the palle However, 
that is not what is interesting. In the case of 
politics, the public prediction markets will 
mainly reflect the information contained in the polls. Hence, the 
public prediction markets about the next political elections won't 
teach you something that the political experts already told you. 
Public prediction markets on US political elections, how- 
ever, were very interesting in a particular cireumstance. In the 
last weeks before the closure of the 2008 Democratic primary 
(after the so-called Super Tuesday’), Hillary Clinton and Barack 
Obama were neck and neck in the polls, and both of them were 
winning some key states alternatively. But the prediction mar- 
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The quality and quantity of participation 
is another factor hard to ignore. The mar- 
kets would be unsuccessful even if well- 
informed individuals with insufficient ac- 
cess to the right Gata make poor predic- 
tions. Individuals’ geography anc organi- 
zationa: proximity, i.e., working for the 
same managers, also play an important 
| rolein influencing decisions. Participants 
who worked alongside one another with 
shared interests would tend to bet simi- 
larly. The ability of markets to aggregate 
information broadens the accessibilitv tc 
sensitive information. Since companies 
are cautious about revealing their sensi- 
tive information, they are now announc- 
ing certain time periods as safe times for 
the employees to trade, such as after the 
_ annual report release. 


Time to act 
| Smartly applied, the information 
gleaned from prediction markets help 


t 2 


company that might otherwise go un- 
heard. An important initiative towards 
encouraging prediction markets deliver 
on their promise is to clear some of the 
regulatory barriers concerning them. Ex- 
perts say that the US Commodity Fu- 
tures Trading Commission (CFTC) 
waivers would clear their legal status 
and stimulate innovation in both the de- 
sign and use of event prediction markets. 
Waivers should be granted only to not- 
for-profit research institutions such as 
universities and think tanks; govern- 
ment research agencies; and private 
businesses and non-profits operating 
the market for research purposes. Clear 
questions, short-term evaluations and a 
deep pool of traders would make them 
more functional. Also, new federal rules 
are desirable to encourage prediction 
markets so that they can develop as in- 
novative planning tools. 

Also, if the market mechanics are not 
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tential trader. Thus, companies like 4 
Google have initiated a step-by-step pre- 
sentation for groups to make them fa- 
miliar with prediction markets. Bo 
Cowgill, Analytics Specialist, Google 
says, “Prediction markets could make 
everyone in the company an insider from 
the SEC perspective, if you don’t manage 
it well.” Thus, companies like Google do 
not use prediction markets to forecast 
revenue. 


Predicting for success 

Intrade and TradeSports.com, along with 
HedgeStreet, are the public prediction 
markets where participants use real 
money. Other markets, including the Hol- 
lywood Stock Exchange, Foresight Ex- - 
change, NewsFutures Exchange and the 
World Economic Forum’s Global Risks 
market, require participants to use play 
money. One of the most well-known and 
accurate prediction markets is the Uni- 
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: ticular states, 


„ ЧЕМ). IEM was founded in 1988 and has 
an exceptional track record in predicting 
the results of American presidential elec- 
tions better than major national polls. 
Further, technology has made it easy 


high probability of winning, 
Clinton said she was the 
, 4 he ишан media were 
f Hillary y Clinton and Barack 





: ed ction markets а are s interesting when - : 
Situation i is vey samples, а and when mye ех- 


x form ofe a set of probabilistic predictions that аге: more objective 
and accurate than what one expert (or a small group of experts) 
сап ever deliver. The key is the objectivity of these probabilistic 
predictions. You could obtain a similar result by polling a great 
: number of experts, but that would be more expensive than col- 
ное the market-generated probabilistic predictions. 

_ Eric Zitzewitz: The original evidence for thisis from the Iowa 
_ Electronic Market. Prediction markets also performed well in 

e 2004 and 2006 election ger in à predicting outcomes in 


re tha ey ‘challenges for ‘companies launching | 
п markets? | is there. any possibility. of setting up any kind of 
moe l for the establishment of vibrant, liquid. prediction markets? 


ps Eric Zitzewitz 
Associate Professor of Economics 
_ Dartmouth College - 
_ Hanover, US - 


future? 


since intranets allow to efficiently aggre- 
gate information across a big organiza- 
tion in a cost-effective way. A driving force 
behind the prediction markets trend is a 
broader Web 2.0 bottom-up movement. 





_ Most Prediction Markets within the Enterprise Follow a 


Five-step Process 





Step 5: The market 
is closed and 
i winners declared. 





Chris F Masse: I think that the key challenge is to under- a 
stand the specificity of the prediction markets, as I expla 
above. Most corporations are running prediction markets 
that are of very little interest for the decision-making | 
Managers should think hard about the kind of questions to be i 

posed to their internal traders. = : 
F Кы траім, the is issues are the use a 


E es a Е market t to › CFTC i ri : 
- lation which will hopefully be lighter than 

. their | 
(which essentially was so heavy-handed it - 
killed the firm). And this will help protect prediction markets _ 
from the state gambling regulators. | 
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regulation of HedgeStreet : 


What role will prediction markets play in the global economy in the neat | 


Chris F Masse: As a forecasting tool, it will be a very small rele. 
As Lexplained, there are only some specific cases where the predic- 
tion markets can tell you what you don't already know if you are 
already well-informed. As a betting support, the public prediction : 
markets will thrive in jurisdictions where Internet gambling and - 
betting are legal, or where financial innovations are favored. _ 
The enterprise prediction markets should go hand in hand ' 
with a social networking system (like FaceBook or LinkedIn), 
where employees can challenge their friends in trading event ` 
derivatives they like. 


The markets are gaining wider accep- 
tance in areas such as consumer goeds 
and technology, where companies neec to 
adapt quickly to change. 

Prediction markets have generated a 
great interest in recent years as they react 
extremely quickly to news. This enables 
participants to obtain an immediate idea 
of the breaking events. It has been re- 
ported that they were 70% more accurate 
than the company's traditional forecast- 
ing models. Now they are increasingly 
under intensive research in various fields 
ranging from economics to political sci- 
ence to computer science. In denouncing 
prediction markets as wrong, many miss 
the logic that they are a useful window, 
providing the consensus guess of a greup 
as to the probability of the occurrence ef a 
future event. A long hard road must be 
traversed in identifying new ideas to de- 


velop prediction markets.s 
— № Janardhan Rao and V Ratna 
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Global Credit Cataclysm 


Collateral Damage 


The prophets of 'economic decoupling' theory must be eating humble pie now, for what they portrayed as 
an aberration in the US housing market last year and as stray events confined to a few investment banks 
on the Wall Street, until the occurrence of a series of debacles this September, has now clearly emerged 
as a financial cataclysm with serious contagion effects. The rescue efforts now hinge on the three core 
elements—injection of liquidity, inter-bank lending guarantees and recapitalization of distressed banks, 
mostly through renationalization. However, can all this restore investor confidence? Most importantly, сап j 
‘capitalism’ survive what is perhaps the modern history’s biggest credit cataclysm post-World War 11? 





Let's recognize that this (financial 
crisis) is a once in-a-half-century, 
probably once in-a-century type of 
event.  . | 


- Allan Greenspan 
Ex-Governor, US Federal Reserve 


at began as a trouble in the 
mortgage-backed securities 

market has, in a span of a 

year, acquired epic proportions, send- 
ing central banks across the globe in a 
never-seen-before fire-fighting mode to 
improve and inject liquidity in the 
banking system, as the worsening 
credit scenario has forced banks to be- 
come wary of lending to even one an- 
other (i.e., inter-bank lending). The 
credit crisis has literally reduced Wall 
Street to what many now call ‘Fall’ 
Street. To begin with, the once-revered, 
investment bankers, also fondly called 
the high priests of finance, are now his- 
tory. While three of the top Wall Street 





Global Credit Cataclysm 





investment banks—Merrill Lynch (ac- 
quired by Bank of America), Bear 
Stearns (acquired by JP Morgan), and 
Lehman Brothers (filed for bank- 
ruptcy)—have ceased to exist, 
Goldman Sachs and Morgan Stanley 
have converted themselves into com- 
mercial banks, courtesy the govern- 
ment. The giant AIG (American Insur- 
ance Group), the world's top insurer, 
along with two mortgage-finance gi- 
ants, Fannie Mae and Freddie Mac, 
have been nationalized in multi-bil- 
lion dollar bailouts by the George Bush 
government. 

Even as the financial titans, from 
Lehman to Merrill Lynch, have 
tumbled in what is the worst ever 
credit crunch in the history of the 
United States since the Great Depres- 
sion of the 1930s, for many of the high- 
profile financial services firms sur- 
vival is at stake. The tremors on the 
Wall Street could now be felt in 
Europe's financial sector. And as the 
credit crisis spiraled, suspicions grew 
over the likely impact on emerging 
market economies from Asia to Latin 
America to Africa. So far the list of cau- 
salities from these regions remaans 
small. However, there is no guarantee 
that the region will remain immune 
from what has become a contagaon 
now. Europe stands as a testimony to 
this where panic-stricken banks are 
now scurrying for cover. The European 
Central Bank (ECB) initially refused 
to come out with a US-style bailout 
package after Europe's political masters 
dubbed the crisis as ‘Made in America, 
with the Italian Premier Silvio 
Berlusconi blaming it on a “capitalism of 
adventurers” in the US. However, in a 
volte face, 15 European nations, inciud- 
ing Germany, France, and Italy, have 
now revealed a comprehensive plan to 
save their banking system, even as the 
demand for a much more concerted and 
joint effort from countries in the 
Eurozone grows louder. In the mean- 
while, the Bush administration, which 
has already come out with a mega bail- 
out package worth $700 bn to lend life- 
line to its troubled banking sector, is 
planning more such financial aid to im- 
prove liquidity and stem the crisis, 
which many economists have dubbed as 
the bust of the ‘super-bubble.’ 
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However, “the credit crisis that is 
currently sweeping through global fi- 
nancial markets is fundamentally dif- 
ferent in at least five critical ways, 
qualifying it as one of the most signifi- 


How the Crisis Began? 
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An unprecedented crisis 
The ongoing credit crisis is unprec- 
edented in terms of not just scale but in 
terms of its penetration as well. For in- 
stance. according to estimates by the 
International Monetary Fund (IMF), 
the ageregate writedowns based on glo- 
bal holdings of US-originated and 
securitized mortgage, consumer, and 
corporate debt reached a mammoth 
$1.4 tn (versus $945 bn in April), attrib- 
uted largely to higher-than-expected 
losses on prime mortgage loans and 
corporate debt and wider spreads on 
related securities. This is much higher 
than the combined total losses in- 
curred during the previous major crises 
that included the US Savings and 
Loan (S&L) crisis during 1986-95, Ja- 
pan Banking Crisis during 1990-99, 
and Asian Banking Crisis of 1998-99. 
Further, the present crisis is not just 
confined to one country or a region but 
is having a global contagion effect. 
The ugly signs of the credit crisis 
first manifested in February 2007 when 
the London-based HSBC sacked the 
chief executive of its North America 
mortgage lending business after it re- 
ported losses of $10.5 bn. Within a fort- 
night, DR Horton, the largest real es- 
tate builder in the US warned of huge 
subprime related losses. By July-end, 
when Bear Stearns, one of the biggest 
players in the subprime market, talked 
of trouble at two of its hedge funds, Wall 
Street had got enough hints of the rot in 
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Ву the summer of 2007, a string of 
companies, big and small, obscure and 
famous, reported huge losses in 
subprime-related investments led by 
rising foreclosures and delinquencies on 
home loans as prices in the once-over- 
heated housing market began crashing. 
Troubles in the mortgage market 
spread to the financial derivatives mar- 
ket first, from there it went to hedge 
funds, then investment banks, then 
banks, insurers, pension funds, etc., and 
soon it became clear that the entire US 
financial sector, and Europe and other 
parts of the world as well, were in the 
grip of an unprecedented credit crisis 
that was never seen after the World 
War II. Unprecedented because of the 
extent and the enormity of losses, un- 
precedented because of its wider reach 
(no single economy remains immune 
from it), the huge damages it has in- 
flicted on the entire global economy; the 
IMF forecasts the global growth to 
shrink to 3% in 2009 from 5% registered 
in 2007. 

Credit crises, however, are not new 
threats to the global economy, since 
many countries have defaulted, nearly 
defaulted, or repudiated large amounts 
of sovereign debt over the past century 
credit, according to Robert P Hartwig, 
President at the US-based Insurance 
Information Institute. In the last couple 
cf decades, countries from Latin and 
South Americas and Asia, and Russia 
witnessed severe crises, which im- 
nacted elobal financial markets. 


cant threats to the global economy in 
the post-Depression era," writes 
Hartwig in a recent article, "The Credit 
Crisis - What Went Wrong?" First and 
foremost, he says, the crisis originated 
not in small or underdeveloped econo- 
mies fraught with political risk but in 
large, well established and sophisti- 
cated financial markets, primarily the 
US. Secondly, the crisis was created 
and exacerbated by some of the larg- 
est, most sophisticated financial insti- 


tutions in the world, suggesting a col- , 


lapse of basic risk management with 
catastrophic financial consequences. 
Further, it (the crisis) was triggered, 
transmitted and fueled not by wide- 
spread defaults on debt instruments 
as in past credit crises, but through ex- 
cessive leverage (borrowing) and wide- 
spread securitization of complex struc- 
tured financial products by some fi- 
nancial institutions; the leverage am- 
plified even small changes in real (or 
perceived) risk associated with the un- 
derlying debt instruments, which were 
then transmitted globally via 
securitization, resulting in a rapidly 


spreading and, at times, largely. 


uncontained risk. Fourth, regulatory 
and accounting mechanisms for identi- 
fying, monitoring, quantifying and con- 
trolling excessive exposure to credit 
risk were at best ineffective and at 
worst outright failures, raising funda- 
mental questions regarding the cur- 
rent nature and form of regulation, its 
adequacy as well as necessary pro- 
scriptive changes to prevent such col- 
lapses in the future; Liquidity concerns 
also loomed large. And fifth, tradi- 
tional economic policy tools (such as 
central bank interest rate reductions 
and fiscal stimulus initiatives) were 
not designed to manage credit and li- 
quidity crises and are therefore are of 
limited effectiveness. 

According to Hartwig, the current 
crisis in the global financial markets is 
merely the manifestation of the col- 
lapse of two intertwined bubbles— 
credit and housing. It all began with 
the trouble in the overheated real es- 
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Sanchi Silverware. Crafted in 92.5% pure sterling silver, 
every piece is a masterpiece. 


While its value appreciates over time, your sentiments are 
appreciated forever, whether you gift it to your loved ones, employees or 
business associates. 
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tate sector in the US and also, as it 15 
being discovered now. in Europe. The 
asset bubble has its root in the housing 
boom witnessed during the last few 
years, since March 2001, in the US. 
According to Wikipedia, “А combina- 
tion of low interest rates and large in- 
flows of foreign funds helped to create 
easy credit conditions for many years." 
This propped up even low-income earn- 
ers (whose credit worthiness was 
questionable) to get home loans to real- 
ize their dream of owning a home. As a 
result, the overall US home ownership 
went up from 64% in 1994 to touch a 
record 69% by 2004. With home prices 
shooting through the roof, it even en- 
couraged a refinancing boom (many ex- 
isting home buyers took advantage of 
the situation to refinance their existing 
home loan and also take second home 
loan). Housing prices soared 12446 be- 
tween 1997 and 2006. 

Spurred by the advent of exotic finan- 
cial derivatives like Mortgage-backed 
Securities (MBS) and Collateralized 
Debt Obligations (CDOs), banks entered 
and increased their exposure to the risky 
world of subprime lending, looking to 
earn super returns. For banks it pro- 
vided an avenue to not only transfer the 
credit risk but also lend more, courtesy, 
securitization. According to Wikipedia, 
this new ‘originate to distribute,’ bank- 
ing model means credit risk has been 
distributed broadly to investors with a 
series of consequential impacts; other 
risks include asset price risk, liquidity 
risk, and counterparty risk. According to 
it, the securitized share of subprime 
mortgages (i.e., those passed to third- 
party investors) increased from 54% in 
2001 to 75% in 2006. 

The coming together of mortgage 
lenders, investment banks (which sold 
these exotic derivatives), hedge funds, 
and insurers was yielding great results 
(read: returns) for all the parties in- 
volved. Everything was going on well for 
them as long as housing prices kept 
shooting through the roof. According to 
Naomi Sheehan Groce of the World So- 
cialist website, between 1999 and 
2005, the average price of existing 
homes rose 48%, the 2005 median 
home price soared to $206,000, 15.5% 
over the same period in 2004—the larg- 
est vearly increase since 1980. In the 


meantime, the market for a little 
known product called Credit Default 
Swaps (CDS) too exploded. According to 
resourceinvestor.com, CDS—bilateral 
insurance contracts against bond de- 
fault—are now in the eye of the storm 
against mounting worries about 
counterparty risk among market play- 
ers in the absence of global netting. 
Virginie Coudert and Mathieu Gex, 
while writing in a report titled, “Stormy 
Weather In The Credit Default Swap 
Market,” mention, “The reason is 
straightforward, because this crisis is 
about credit risk. A credit bubble has 
ballooned for years, being enhanced by 
the existence of credit derivatives. As 
credit originators can pass their risk to 
other agents, they have been less care- 
ful about the quality of their loans. In 
that sense, CDS have given an incentive 
for distributing more credit to more 
risky borrowers.” They further add, “As 
banks and all financial institutions 
have massively committed themselves 
in the CDS market, they are now highly 
dependent on market continuity and its 
smooth functioning. 

The failure of a major participant, or 
worse a whole set of participants, can 
put at stake all the others. Bankrupt- 
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cies of Bear Sterns, then that of AIG, 
two key counterparties, could have 
brought about a complete meltdown of 
the market. This has certainly been 
taken into account when the US govern- 
ment decided to step in and prevent 
them from going bankrupt. However, 
faith in the reliability of the market has 
been deeply shaken by these events. 
Lehman Brothers' bankruptcy has also 
severely hit the whole market, as it was 
among the 10 main participants." They 
observe that as long as the financial 
system was sound, there was no fear 
that counterparty risk could be a prob- 
lem. "Today, after the near-failure of 
three key participants, the 


- 


counterparty risk is the major worry ^ 


and raises widespread fears of a mar- 
ket collapse," they write. In their opin- 
ion, the main drawback stems from the 
very nature of this market, which is 
over-the-counter (OTC). Each buyer ne- 
gotiates with a seller directly, without 
global clearing. The buyer thinks he es- 
capes from the default risk of company 
X, but is still exposed to the 
counterparty risk of the CDS seller (a la 
AIG). If no netting is done, when trying 
to exit from a contract, the buyer has to 
sell another contract, which theoreti- 
cally offsets its default risk but does not 
cancel the counterparty risk. In this 
framework, counterparty risks are mul- 


tiplied by the lack of global netting, they i 


reckon. Ongoing projects, to switch to an 
organized market with a global clear- 
ing-house, seek to tackle this issue, as it 
would drastically reduce the 
counterparty risk. However, they are 
not likely to solve the problem in the 
short run, as the bulk of contracts have 
been made at a 5-year maturity on an 
OTC basis. 

Another cause for concern, they say, 
is that the market is unregulated. CDS 
act as insurance against default, but 
they are not submitted to any regula- 
tions as is the case for insurance com- 
panies. The latter have to meet re- 
quired reserves and are closely moni- 
tored by public authorities. The whole 
system, they opine, is obviously based 
on the assumption that your counter- 
party can in fact make good on the 
trade. That is why banks are moving 
quickly to check their counterparty risk 
and shore up margin requirements. 
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Global Credit Cataclysm 
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_ The prices of the underlying securities 
have been going down, making net net, 
some people winners, and some losers. 
It is the losers we need to worry about 
as they need to make good on their part 
of the trade, but will they have the 
money, the capital, to do so? According 
to them, given the size of the market, 
and the lack of transparency as to who 
owns what, we really have no idea 
about the financial impact caused by 
the deterioration of the underlying as- 
sets. Smart people are going to figure 
out a way to make money from this un- 
certainty, and less smart people are 
| going to lose a lot, they say. 
| According to PIMCO, the world's 
largest bond trading firm, the CDS 
market was originally formed to pro- 
vide banks with the means to transfer 
credit exposure and free up regulatory 
capital. As the CDS market became 
more standardized and gained cred- 
ibility, particularly following smooth 
credit event settlements in high profile 
cases such as WorldCom and Enron, 
more investors entered the market. 
What probably fueled the growth of the 
CDS market is due largely to CDS’ 
flexibility as an active portfolio man- 
agement tool with the ability to cus- 
tomize exposure to corporate credit. 
Today, CDS have become the engine 
that drives the credit derivatives mar- 
ket. According to the British Bankers' 
Association, the CDS market currently 
represents over one-half of the global 
credit derivative market. However, the 
same CDS is now at the center of the 
credit crisis. 


CDS Shocks! 
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The deadly derivatives 

As investments banks (broker-dealers) 
were regulated neither by the Federal 
Reserve nor by the Treasury depart- 
ment, they took upon mammoth risk 
through incomprehensible financial in- 
struments such as CDS, Collateralized 
Loan Obligations (CLOs) and commer- 
cial Mortgage-Backed Securities 
(MBS). The much celebrated Wall 
Street executives thought the risk was 
fully covered by various creative finan- 
cial derivatives, which they created. 
However, it was not. 

Following the dotcom bubble, to 
avoid possible economic slowdown, the 
Federal Reserve cut interest rates to 
lowest levels possible. With interest 
rates being low, credit was easily avail- 
able and the Americans were lured by 
the dream of owning a home, with com- 
mercial banks (which form the prime 
market) funding these dreams liber- 
ally. However, quite a number of Ameri- 
cans were left out from the prime mar- 
ket due to lack of creditworthiness. The 
subprime market (the financial institu- 
tions that are not regulated by Fed's 
norms) came to their rescue and funded 
house purchasing at higher interest 
rates. The calculations were based on 
house mortgages, i.e., even if the loan- 
taker defaults, the financier could re- 
coup the loan by selling the mortgaged 
homes in the open market, foolishly as- 
suming that the home prices would only 
rise and never fall, only to be deceived 
by the realities later. 

The Wall Street firms, ever looking 
out for quick buck, bought these home 
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loans from the banks, converting them 
into CDOs, which refer to smaller pieces 
of the total home loans that the banks 
issued; packed similar pieces based on 
return (interest rate), value, tenure (du- 
ration of the loans) and sold them to in- 
vestors across the world under various 
names, such as ‘High Grade Structured 
Credit Enhanced Leverage Fund’. In ef- 
fect the investment banks of Wall 
Street created multiple mutual funds 
categorized based on the nature of the 
CDO packages and investors bought 
shares in these funds, but named them 
Structured Investment Vehicles (SIVs). 
In the process, the US banks, that lend 
money for home loans, were allowed to 
keep a significant portion of the interest 
rate and were paid upfront cash by the 
investment banks, which they used to 
issue more home loans. Normally home 
loans are issued for a longer duration, 
around 20-30 years, and the banks 
would have to wait till such time to re- 
cover their money. This easy funding 
from the investment banks, along with 
interest gains in shortest possible time, 
lured banks to further their exposure to 
subprime loans. 

But then why did the investors buy 
CDOs? These investors once used to in- 
vest in US Treasury bonds, considered 
to be the safest investment. But unfor- 
tunately the Federal Reserve reduced 
the interest rate to nearly 196 after the 
dotcom crash and 9/11 attacks. This in 
turn reduced return on the Treasury 
bonds, and the investors started 1ооК- 
ing for alternative investments that can 
give them higher returns. And here 
came in the CDOs based on home loans 
as they offered 4-6% interest rate. What 
if the home loan takers should default 
and the investors should be deprived of 
investment? This is where another ex- 
otic derivatives instrument entered the 
scene, courtesy big-bang insurers like 
AIG. The derivatives contracts, which 
though appear as an insurance product, 
which they technically are not, transfer 
and insure against credit risk. 

For counterparties like AIG it 
seemed a lucrative business, as the 
lending banks have mortgages that can 
be sold in the event of defaults and 
therefore home loans are secured— 
which translated into high premium en 
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security and for the investment banks, 
it was fat commission from the inves- 
tors. However, somewhere during this 
process, the investment banks also in- 
vested heavily and bought CDOs for 
themselves on leverage. Аї one point, 
investment banks, especially Lehman 
Brothers, were operating at 30% lever- 
age, i.e., for each dollar of their own capi- 
tal they had a debt of $30. They were 
funded majorly by global financial in- 
stitutions, which again banked on the 
growing home prices. 

In case of AIG, the insurer had been 
aggressively pushing itself into several 
other businesses in order to grow big. 
However, in the process it was expos- 
ing itself primarily to the same mar- 
ket, i.2., housing market. AIG used its 
top rating to sell protection on exotic 
derivatives like CDOs. Besides, it also 
had been taking big but risky expo- 
sures to mortgage market; AIG was ex- 
posed to the US housing market on 
other fronts too. However, trouble was 
brewing for AIG much before the credit 
crisis struck. Its mortgage insurance 
business, United Guaranty, incurred 
huge losses in 2007, and its auditors 
found fault with the insurer for the way 
it valued such investments. 

BusinessWeek recently commented 
that AIG had also invested in mortgage- 
backed securities that led to $12 bn in 
costs over the past year as their values 
plunged—money it owed to its insur- 
ance companies in order to maintain 
strictly regulated capital requirements; 
in the first half of 2008, the company 
reported whopping losses of $13 bn. As 
housing prices began crashing since 
2006, the seeds of the crisis were al- 
ready scwn, which, however, no one saw 
coming. In contrast, the glebal financial 
cobweb was built around the assump- 
tion that ‘home prices will keep rising’. 
But that was not to happen, the average 
price of houses decreased by 15% in the 
top 20 markets in 2007, eventually trig- 
gering defaults. This left a raft of finan- 
cial institutions in no-man’s land—they 
could neither get their loan back, nor did 
they find any buyers to recover the 
loans. And that was a curtain raiser to 
the financial meltdown pushing the 
whole global economy to the brink. The 
banks also defaulted, forcing AIG to pay 
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The mortgage problem gave the first 
wake-up call in July 2008 when the Fed 
was left with no other option but to res- 
cue Fannie Mae and Freddie Mac, 
whose mortgages were bought by cen- 
tral banks of various countries went 
broke. This was done to continue foreign 
funding in Federal budget and trade 
deficits. But not all the mortgage vic- 
tims were lucky to have been perceived 
by the Fed to be important to the 
economy. Lehman Brothers, which was 
US’ fourth largest investment bank, 
went bankrupt, after Bear Stearns was 
rescued by JP Morgan Chase in March 
2008 through a takeover. Heavy debts 
were raised with an intention to make 
quick profits by investing in the housing 
bubble. In a hurry, Lehman raised debt 
35 times above its capital, envisaging 
high returns by taking high risks. But 
risk and returns are proportionally re- 
lated both in profits and losses which 
the 158 year-old Lehman conveniently 
forgot, being blindfolded by CDOs and 
CDS. 

With the housing property bubble 
burst, Lehman was the first to go down 
over the 2" weekend of September. The 
events turned at such breathtaking 
pace that the Lehman employees, who 
went on a weekend holiday on Friday 
evening got the shock of their life on 
Monday morning to learn that their 
employer filed for bankruptcy in the 
early hours of Monday. 

The next to follow was AIG. AIG was 
at the edge of filing for bankruptcy as it 
was choked for funds and was counting 
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credit rating agencies cut AIG's rating, 
which meant funding for AIG became 
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highly risky and market could not dare : 


to fund it. The defaults increased to 
$250 bn in a week which left AIG with 
only one option to avoid collapse, 1.e., to 
take help from Fed. Fed and Treasury 
rescued it by pumping in $85 bn over- 
night. Rescue they have to, because with 
$1 tn assets, 70 million customers con- 
sisting of individuals and some of the 
world's largest financial firms, the fall 
of AIG could have taken things beyond 
control. BusinessWeek recently com- 
mented that AIG's CDS, though, deliv- 
ered an extra dose of leverage to the fi- 
nancial system. However, AIG lever- 


aged its AAA credit rating to make | 


deals that required it to put up а mea- 
ger amount of collateral, or cushion, 
against losses. That enabled the 
world's largest insurer to boost lending 
with little money. “But the gambit 
worked only as long as AIG maintained 
its credit rating. If the insurer were 
downgraded, AIG would have to pony up 
more cash. Otherwise the deals would 
fail—and banks would have to raise 
capital or dump assets,” the business 
weekly said. 

Even though Goldman and Morgan 
Stanley survived the bust by projecting 
profits in the 3™ quarter, the stock 
prices fell steeply. According to Prof. 
Nouriel Roubini, of New York Univer- 
sity, “They will be gone in a matter of 
months as well. It’s better if Goldman 
and Morgan Stanley find a buyer, be- 
cause their business model is funda- 
mentally flawed.” Both the manage- 
ments taking a lesson or two from Bank 
of America and Citigroup, which sus- 
tained the financial downturn success- 
fully due to strong capital base, kept 
their egos in back seat and submitted 
an agreement to Fed, stated their will- 
ingness to change into commercial 
banks; both of them have now converted 
themselves into commercial banks. 


A deep-rooted problem 

Many experts suggest that the current 
problem has, in fact, its roots in the 
Great Depression. Banks which had fi- 
nanced debt had to face a twin-edged 
situation where on one side debtors de- 
faulted on debt, on the other side panic- 
stricken denositors started massive 
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withdrawals, leading to bank failures 
and loss of billions of dollars. Banks’ 
desperate attempts to call back the 
loans further worsened with other 
banks following stringent methods in 
lending. As an antidote, under the 
leadership of President Franklin 
Delano Roosevelt, New Deal coalition 
was formed and a $5 bn spending pro- 
gram was launched with a specific pur- 
pose to increase the mass purchasing 
power and home ownership in 
America. As banks were struggling 
with their cash-strapped position, in 
‚ 1938, Federal National Mortgage As- 
sociation was set up to buy mortgages 
from lenders and generate new capital 
that would help in financing other low 
and middle income borrowers. 

Initially, with just $1 bn in pur- 
chasing power, it grew so large over the 
years that in 1968, to ease the costs of 
Vietnam conflict straining the vitals of 
the national budget, President Lyndon 
Johnson lifted Fannie Mae’s debt port- 
folio off the Federal government’s bal- 
ance sheet and converted it into a pub- 
licly traded company fully owned by 
shareholders. Later in 1970, to inject 
competition to Fannie Mae, Federal 
Home Loan Mortgage Corporation was 
‚ chartered. Over the years, both the 
firms’ portfolio grew more than 10 
times from 1991 to 2003. 

The two American housing finance 
titans have been operating in the sec- 


ondary mortgage market since 1938 
and 1070 resnectivelv nrimarilv with 





a view to facilitate home ownership to 
lower income home buyers and release 
funds that could be used to make new 
loans. They borrow money in the bond 
markets from large institutions and 
buy mortgages from banks, securitize 
them into a variety of tradable securi- 
ties, such as bonds and hedge funds, 
and sell the same to other investors 
with a guarantee that they will be 
paid, in between effectively maintain- 
ing a reasonable spread for the entire 
process. This paves way for banks to 
lend more because Fannie and Freddie 
take over risks such as missed pay- 
ments, defaults and swings in interest 
rates. Also, they undertake risky pub- 
lic trading transactions with a view to 
maximizing shareholders' profits, 
which on the one hand create opportu- 
nities but also lead to increased temp- 
tation to undertake more risky 
projects, thus exposing and positioning 
themselves to be larger, important and 
profitable mortgage players in the 
market. These two Government-Spon- 
sored Enterprises (GSEs) buy more 
than half the mortgages made by US 
banks, which otherwise would have to 
wait for as long as 30 years to get their 
money back from home borrowers, im- 
posing severe restrictions on the 
amount and size of loans they could 
make. Also, without these the interest 
rates would skyrocket and home sales 
would plummet. 

Some even blame it for the now-re- 
nealed Glass-Steagall Act of 1933 
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which prohibited banks from offermg 
investment, commercial banking and 
insurance services. The Act separated 
commercial banks from investment 
banks by allowing only investment 
banks to take part in risky invest- 
ments. In 1999, a part of this Act was 
repealed to enact a new Act called the 
Gramm-Leach-Bliley Financial Ser- 
vices Modernization Act. This facili- 
tated deregulation and introduced com- 
petition among banks, investment 
firms and insurance companies, allew- 
ing mergers and unregulated banking 
transactions in stock markets, insur- 
ance etc. 

Similarly, the Shad-Johnson Juris- 
dictional Accord banning single stock 
futures was repealed with the introduc- 
tion of the Commodities Futures Mod- 
ernization Act of 2000, allowing free- 
dom from the regulatory scrutiny of the 
Commodities Exchange Act of 1939 for 
over-the-counter derivatives. These 
Acts empowered commercial and in- 
vestment banks to consolidate and 
form giant financial conglomerates, 
combining both banking and insurance 
underwriting. For example, in 1998, 
Citibank was merged with Travelers 
Group to form Citigroup. 

However, some experts blame re- 
cent regulations (and loopholes thereof) 
that laid the foundation for the finan- 
cial crisis. For instance, artificial 
stimulation of liquidity by the Federal 
Reserve (post-9/11) and flaws in legis- 
lation encouraged exotic loan origina- 
tions that were securitized in the sec- 
ondary market, resulting in trading of 
paper money without the underlying 
assets. Many opine that the repeal has 
enabled commercial banks to under- 
write and trade instruments such as 
MBS and CDOs and other Structured 
Investment Vehicles (SIVs), which has 
paved way for the subprime mortgage 
crisis over a period of time. 

However, many experts blame the 
SEC’s Consolidated Supervised Enti- 
ties’ (CSE) Program of 2004 for the cur- 
rent crisis. The SEC in 2004 adopted 
amendments (under the Securities Ex- 
change Act of 1934) which relaxed the 
minimum capital requirements for cer- 
tain broker-dealers (which did not have 
a principal regulator), subject to the di- 
rect oversight hy it OF tho сезго ans! 
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CSE firms, the market regulator exer- 
cised direct oversight over five firms, 
namely, Bear Steams, Goldman Sachs, 
Morgan Stanley, Merrill lynch, and 
Lehman Brothers; however, Citigroup 
Inc., and JP Morgan remained out ofthe 
loop as they have the Federal Reserve 
as the principal regulator. According to 
the SEC, these entities agreed to con- 
solidated supervision because of the 
preferential capital treatment under 
the alternative method and interna- 
tional requirements. The European 
Union's (EU) Conglomerates Directive 
required that affiliates of US registered 
broker-dealers demonstrate that they 
were subject to consolidated supervi- 
sion by a US regulator or face signifi- 
cant restrictions on their European 
operations. 

The new norms allowed these enti- 
ties (broker-dealers) to apply for an ex- 
emption from the net capital rule and 
instead use the alternative capital 
method of computing net capital, sub- 
ject to enhanced net capital, early warn- 
ing, recordkeeping, reporting, and cer- 
tain other requirements. According to 
the SEC, the amendments were in- 
tended to reduce regulatory costs for 
broker-dealers by allowing very highly 
capitalized firms with robust internal 
risk management. Broker-dealer's de- 
ductions for market and credit risk be- 
came lower under the alternative 
method of computing net capital than 
under the standard net capital rule. 
Prior to the amendments adopted in 


The 'Fall' Street 


US Equity Index Performance 
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2004 CSE program, the broker-dealers 
affiliated with the CSE firms were re- 
quired to either maintain a debt to-net 
capital ratio of less than 15 to 1 (after 
their first year of operation, or have net 
capital not less than the greater of 
$250,000 or 2% of aggregate debit 
items computed in accordance with the 
Formula for Determination of Reserve 
Requirements for Broker-Dealers. The 
new rules did not require a leverage ra- 
tio limit for the CSE firms. This, now 
many blame, enabled many of these en- 
tities to over-leverage themselves to the 
hilt. For instance, at the time of its col- 
lapse, Bear Stearns was overtly lever- 
aged with a gross leverage ratio of about 
33-1, as disclosed in a recent report 
from the Office of Inspector General, the 
US SEC. Strangely, as the report find- 
ings say, Bear Stearns was compliant 
with the CSE Program's Capital Ratio 
and Liquidity Requirements, but the 
collapse of Bear Stearns raises ques- 
tions about the adequacy of these re- 
quirements. 

In case of the GSEs, which equally 
share the blame for fueling the crisis, 
while they were expected to operate 
within the 'conforming loans' so that 
the credit quality is maintained, but 
the special treatment by markets (par- 
ticularly for Fannie Mae and Freddie 
Mac, apart from borrowing funds at 
below-market rates because of 
government's ‘implicit’ guarantee, the 
two players were bestowed with spe- 
cial status and perks—each could bor- 
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row up to $2.25 bn directly from the 
Treasury; exemption from state and 
local income taxes as also from Securi- 
ties and Exchange Commission regis- 
tration requirements and fees, besides 
treating Federal Reserve as their 
banker) and AAA credit ratings by rat- 
ing agencies motivated these firms to 
borrow at super-low rates, purchase 
and retain high-yielding mortgage 
loans. The resultant margin earnings 
encouraged the companies to under- 
write more such risky loans witheut 
sufficient capital cushion. 

The onset of subprime bust blew 
the piled up risks crushing the mort- 
gage market, and today the position of 
Fannie and Freddie is in shambles. 
Their total guarantees stood over $3 tn 
with most of it ending up as junk bonds 
and debts in retained portfolio 
amounting to $1.4 tn. Their combined 
liability is more than $5 tn with a capi- 
tal backing of just $81 mn. As of June 
30, company filings showed Fannie's 
regulatory capital at $47 bn and 
Freddie's at $37.1 bn, about $9.5 bn 
and $2.6 bn respectively, over and 
above the Federal Housing Finance 
Agency (FHFA) standards. 

However, declining stock prices and 
continuous increase in exposures ren- 
dered their capital reserves too low rela- 
tive to their exposure, according to Rich- 
ard Fisher, Dallas Fed President. Much 
of this discrepancy can be attributed to 
flaws in legislation, lack of government 
supervision, non-maintenance of ad- 
equate capital reserves to honor pay- 
ments to investors and non-revelation 
of their financial position (which is ex- 
empt from the SEC Act of 1933). Le- 
niency and willingness on the part of 
these bankers also played a major role 
in underwriting many unqualified and 
underrated loans. It is also reported 
that accounting scandals, manipula- 
tions and errors, internal mismanage- 
ment and fraud resulted in shoddier 
underwriting standards exposing 
the firms to huge losses. By the end 
of 2007, the combined mortgages held 
by them amounted to $1.4 tn and 
guaranteed payments on loans stood 
at $3.5 tn.» 


- Amit Singh Sisodiya and KS Revathi 
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And the Contagion Spreads... 





As the financial contagion spreads, a sense of panic is now gripping 
investors across the global financial markets. 





There is no doubt the touch will be 
heavier. We have to make sure it is intelli- 
gent and focused on where the risks really 
are. 
- Lord Adair Turner 
the newly installed chairman of the 
Financial Services Authority, UK, on 
tougher norms to be introduced in the 
wake of the credit crisis. 


way from US, the financial mar- 
kets and the governments of 
ny other countries in Europe, 
Asia, Latin America and emerging 
economies are feeling the pain ofthe cri- 
sis. The stock and bond markets of 
some of the world’s fastest-growing 
economies have been hit hard by the cri- 
sis. According to the data from Fortune, 
China's Shanghai Stock Exchange is 
down 50% this year. The Brazilian bond 
market has taken a pounding, and, Rus- 
sia closed down its stock exchange for 
three days. 
The subprime contagion has swiftly 
spread to Europe affecting many of its 
financial institutions. After the $11.2 
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ments of the Netherlands, Luxembourg 
and Belgium, and nationalization of 
Bradford and Bingley, the latest victim 
is Germany’s Hypo Real Estate. These 
apart, many more banks in Ireland, 
Germany, France, Italy, Belgium and 
the Netherlands are on the verge of col- 
lapse. According to Herald Tribune. 
economies like Ireland, Britain and 
Spain which suffered housing bubbles 
recently are more vulnerable to the cur- 
rent crisis. Many economists feel that 
the present crisis is the biggest crisis 
confronting Europe since the creation of 
the euro in 1999. ECB as well as the 
Central Banks of many European coun- 
tries are looking out for ways to bail out 
many investment banks ailing from the 
US crisis. Whether they will follow the 
US style or invent a new method is a 
matter of debate. 

But the question troubling many is 
that unlike the US banks, their Euro- 
pean counterparts did not have much 
exposure to the subprime market, then 
how the Continental banking sector is 
facing the credit crisis. Much of the 
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capital relief,’ or regulatory arbitrage, 
which got them attracted to protection 
sellers like AIG, in particular. “The ex- 
tent of regulatory arbitrage can be seen 
in the very large gap between overall le- 
verage ratios and the official regulatory 
ratios,” wrote Daniel Gross, Director, 
Centre for European Policy Studies, 
Brussels, and Stefano Micossi, Director 
with the Rome-based think-tank, 


Assonime, in a recent edition of the Fi- ' 


nancial Times. The duo mention that 
dozen largest European banks have 
now, on average, an overall leverage ra- 
tio (shareholders’ equity to total assets) 
of 35, which has actually increased so 
far this year, compared with less than 
20 for the largest US banks. “But at the 
same time most large European banks 
also report regulatory leverage ratios of 
close to 10. This is partly due to the fact 
that the massive in-house investment 
banking operations of European banks 
are subject only to limited regulatory 
capital requirements. Another part of 
the explanation must be regulatory ar- 


bitrage, for example, through the credit , 


insurance offered by AIG,” they suggest. i 


According to BusinessWeek, *Firms such 
as Dexia snapped up loads of credit de- 
fault swaps, often from AIG, in a 
scheme to leverage their capital for 
more lending." In fact, in its annual re- 
port (2007), the US insurer says that it 
had written coverage for over $379 bn of 
credit insurance for European banks, 
which also helps explain why the US au- 
thorities rushed to save AIG. 

Russia too is affected by the 
subprime crisis. “Russia is reacting to 
the unprecedented size, complexity and 
danger coming out of the US," com- 
mented Roland Nash, Chief Analyst, 
Renaissance Bank, Moscow. Russia 
has invited its own problems by invest- 
ing its oil wealth excessively in Ameri- 
can debt, including that of Fannie Mae. 
Russia is confronting additional prob- 
lems like unstable oil prices and a new 
foreign policy, which is not accepted by 
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velopments, many US and European 
ү banks have written down billions of dol- 
lars as losses and have resorted to rais- 
ing capital for enhancing their lending 
capacities). Anita Kon, Professor at the 
Catholic Pontifical University in Sao 
Paulo, said, “Emerging economies will 
be very much affected by the US crisis, 
just like the rest of the world. According 
to her Latin American countries such as 
Venezuela, Bolivia and Colombia, 
which are undergoing internal political 
conflicts, have less stable economies 
and are likely to be more affected by the 
current crisis. She added that as Mexico 
is directly affected by demand patterns 
\ in the US, it will suffer a significant im- 
| pact. Experts opine that Latin America 
is likely to see a significant decline in 
export revenues and foreign direct in- 
vestment originating from the US over 
the next couple of years. The crunch also 
is likely to increase the costs of debt fi- 
nancing for the region. As regards Bra- 
zil, a decline in external credits and for- 
eign direct investment would result in a 
stunted growth of private-sector compa- 
nies. Also the expenditures and invest- 
ments that the Brazilian government 
has outlined in its ambitious plans for 
building new infrastructure are likely to 
take a beating. According to Haruhiko 
Kuroda, President of ADB, though Asia 
appears to be cushioned against imme- 
diate effects of the turmoil due to its 
growing domestic demand, rising for- 
eign currency reserves and healthy cur- 
rent accounts, but vulnerabilities re- 
main. He is keen on the establishment 
of "Asian Financial Stability Dialogue" 
among finance ministers, central banks 
and financial regulators in the region to 


coordinate and improve surveillance of 


the region's financial markets. 

Asian economies have, in fact, 
tumbled this year as the subprime cri- 
sis intensified. According to the latest 
data available from a Citigroup re- 


search report and the Reserve Bank of 


India, the eight Asian countries, includ- 
ing India, South Korea, Taiwan, Indone- 
sia, Malaysia, Singapore, the Philip- 
a pines and Thailand have seen their re- 
serves dip by $36 bn in August 2008 
alone. Three countries, South Korea, the 
Philippines and Thailand, registered a 
sharp decline of $32.1 bn in the three 
months ended June 2008. Of all the 


Asian economies, China and India are 
of particular interest because most of 
these two countries' outsourcing and IT 
business comes from the US firms in- 
cluding financial services firms. 

With regards to India, experts opine 
that the portfolio flows and private equity 
are likely to be hit. Lower capital inflows 
will increase pressure on the Indian rupee 
and lead to its further weakening with re- 
spect to major currencies. In India, the 
benchmark index reacted sharply to the 
Wall Street happenings on September 
15, which plummeted by 469.54 points. 
Ever since the subprime crisis began last 
summer, Sensex fell 8.9896 from 
14570.75 to 13262.9. Rupee had depreci- 
ated by 13.13% since the beginning of this 
year. With the interest rates and infla- 
tion in India surging, many global inves- 
tors are not able to take advantage of the 
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interest rate arbitrage and so are with- 
drawing their funds from India. FIs with- 
drew $5,912.5 mn from the Indian mar- 
kets since the unfolding of the subprime 
crisis. 

Many analysts feel that the col- 
lapse of major Wall Street firms is 
likely to result in a tightening of liquid- 
ity, which will have an adverse impact 
on the Indian banking sector and cause 
a slowdown for IT and BPO firms that 
serve customers in the financial sector. 
Analysts estimate that Lehman Broth- 
ers has alone outsourced deals amount- 
ing to anywhere between Rs 550 cr and 
Rs 700 cr (annually) to about 14 IT 
firms, including majors like Tata 
Consultancy Services, Satyam Com- 
puter Services and Wipro. It also has 
investments in a few IT firms. It's not 
clear if these holdings will be liquidated 
to raise funds. Lehman also has expo- 
sure to the Indian stock market through 
participatory notes amounting to $200 
mn and special purpose vehicles 
amounting to $1.5 bn, enough to shake 
up the markets. Similar is the case with 
many other investment banks' presence 


Near-death situation of big titans on Wall Street 
has made it clear that the cosmetic solutions for 
the subprime crisis of the past year will not work. 
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in India. The US crisis definitely has a 
ripple effect on India and it is already 
reflected in many job cuts in IT, BPO, 
and financial services industries. 

It's not the US alone but globally the 
financial institutions have cut down the 
jobs of many of its employees, wh:ch 
spurred the International Labor Orga- 
nization to warn that the global eco- 
nomic slowdown in 2008 will add at 
least 5 million workers to the ranks of 
the unemployed worldwide, raising the 
global unemployment rate to 6.1%. 

Amid the crisis, the securitization 
market suffered a big blow wherein a 
significant drop has been witnessed in 
the issuance of CDOs and CDSs in US, 
Euro area, UK and Japan. According to 
data from Euromoney, the world 
market has witnessed a phenomenal 
growth from $45.5 tn in 2007 to $62.2 tn 
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until the middle of 2008. As the US 
mortgage crisis developed, private label 
mortgage securitization fell sharply. As 
at end-August 2008, Asset-Backed Se- 
curities (ABS) issuance year-to-date in 
the US was down 73% from 2007. CDO 
issuance was down 90% and home eq- 
uity ABS issuance was insignificant. 


Desperate situations, desperate 
measures 

The near-death situation of big titans 
on Wall Street has made it clear that 
the cosmetic solutions for the sub- 
prime crisis of the past year will not 
work and systemic solution will only be 
the saving grace for the US economy and 
the world. For this to happen, the bail- 
out plan also known as the “Emergency 
Economic Stabilization Act of 2008," 1s 
poised to address the purchase of toxic 
assets prevalent in balance sheet, li- 
quidity provision, and finally injecting 
capital into the financial institutions. 
According to the government, the Emer- 
gency Economic Stabilization Act of 
2008 (EESA) provides up to $700 bn to 
the Secretarv of the Treasurv to huv 
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Crisis Spreads to the Main Street 





“This is not simply a crisis on Wall Street, this is a crisis on all streets. We need an economic rescue plan for 
working families and the real economy, with rules and policies that deliver decent jobs. We must link better 
productivity to salaries and growth to employment.” 
— Juan Somavia 
Director-General, International Labor Organization 


Wall Street's meltdown has put a squeeze on all kinds of lending including home loans. Home prices are plummeting owing to a decline in mortgage 
lencing. Even some of the very well-qualified home buyers are being turned down of mortgage loans. According to a report by the National Association 
of Rea'tors in Chicago, the prices of both existing and new homes registered a decline owing to the dearth of people buying them. The existing home 
prices declined by 9.5% in the month of August overthe previous year, while the total number of existing homes sold decreased by 10.7% during the same 
period. The median price of an existing home fell to $203,100 from $224,400 a year ago. Situation of new home sales is still worse. New home sales 
registered a decline after 17 years since 1991. They tell by 34.5% from the last year while the new homes sales price has fallen 66.9% from its peak of 1.39 
million sold in July 2005. The median price of a new home sold was $221,000 in August down 6.2% from $2,36,000 a year earlier. Prices for new homes 
registered their lowest level since September 2004. The report also shows a total inventory of 405,000 homes to be sold including 166,000 completed 
new homes and 239,000 homes under construction anc those not yet started. Falling home prices are significantly contributing to a significant decline 
in the collateral value of housing units, thereby adding to the financial market pressures. 

According to Diane Vazza, Managing Director, Global Fixed Income Research, Standard & Poor's, tightening financial conditions have expanded to 
reach nearly all sectors. Credit crunch has cast its effect on the consumer loans, auto loans, small business loans, corporate loans, student loans and 
inter-bank loans. The Genter for American Progress says that long-term investment plans of many firms are severely affected as they are finding it difficult 
to finance their investments. They are likely to put capital projects and hiring plans on hold, leading to further weakening of labor markets. Similarly farmers 
and students are feeling the pain of the credit crunch. Fear and uncertainty of how long this credit crunch would last will further undermine consumer 
confidence and depress their spending. All this would ultimately cast an effect on the household wealth of individuals dampening their confidence. 

According to Forrester Research, financial services firms account for a whopping 18% of overall IT spending, with the Wall Street firms alone 
contributing to a third of that. Anc now that three of the America's top five investment banks no longer exist as independent entities, there is a possibility 
that the demand for the tech products and services will be diminished. According to Gartner, the financial services industry is the largest purchaser of 
computer servers, accounting for25% of worldwide server revenue. In the present scenario, many technology analysts are expecting bigger cuts in server 
spending, which could have a negative ripple effect on the software industry. As the number of big financial services firms has declined, analysts feel that 
innovation and new business are going to take a hit and in a way damaging the state of innovation in the US economy in the long term. 

According to the New York Department of Labor, so far this year, Wall Street firms have chopped 10,000 jobs, or five per cent of their workforce. The 
total US investment industry, which employed more than 850,000 people in 2008, has lost 342,000 jobs in August alone. Experts opine that as more 
companies approach the financial danger zone, that figure could further rise. Almost 10% of the US workforce is now unemployed or underemployed, 
and job 'osses continue to mount. The private sector has shed 411,000 jobs over the past six months. 


The International Labor Organization (ILO) warns that the global financial crisis could cost some 20 million jobs worldwide. According to Juan 
Somavie, ILO Director-General, “We need prompt and coordinated government actions to avert a social crisis that could be severe, long-lasting and 


global." 


mortgages and other assets that are 
clogging the balance sheets of financial 
institutions and making it difficult for 
working families, small businesses, 
and other companies to access credit, 
which is vital to a strong and stable 
economy. EESA also establishes a pro- 
gram that would allow companies to in- 
sure their troubled assets. However, 
some experts say that swapping long 
term mortgage securities with govern- 
ment bonds to help cleaning balance 
sheet of banks by establishing an 
agency on the lines of Reconstruction 
Finance Corporation created in 1931 
(and ceased operations in 1957), which 
on behalf cf the government will pur- 
chase these assets and hold them till 
maturity or resell, is one option. But 
then the trickle-down economics might 
not work as the costumer confidence 


was at its lowest even before the finan- 
cial debacle and the public debts 
(around $9 tn, without counting the 
current war bills) at their highest in 
the American history. 

A major concern worrying the US 
Fed is that most of the firms’ debt is 
held by investors worldwide, including 
many central banks. Need for infusion 
of fresh capital to revive the financial 
strength appears to be the sole solution 
to keep the wheels of economy going. 
However, raising capital would be a 
Herculean task, as speculation about 
further failure of many more such banks 
exists in the market, with investors re- 
luetant to invest in companies involved 
in the mortgage mess. To restore confi- 
dence and rescue mortgage firms, large- 
scale financial intervention by the Fed- 
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payer-financed bailout to the tune $700 
bn has been crafted. The rescue package 
will focus on relieving banks of bad 
debts, suspend short-selling of stocks, 
expand government purchase of MBS 
and insure money-market mutual 
funds. This apart, the government will 
inject fresh capital up to $100 bn each 
in Fannie and Freddie to help maintain 
positive net worth and honor their debt 
commitments, besides buying mort- 
gage bonds backed by these two firms, 
starting with an initial $5 bn purchase 
and provide an unlimited liquidity sup- 
port facility to them until the end of 
next year. Measures are also being ini- 
tiated to tighten lending standards re- 
garding high-risk loans that are con- 
verted and traded into different com- 
plex securities. “This is a big one in 
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Erian, Chief Executive of PIMCO, the 
world's largest bond fund manager. 
"This is a strong and comprehensive at- 
tempt by the government to stabilize 
the hcusing and financial markets by 
engaging its balance sheet and provid- 
ing direct liquidity and capital support 
to counter further GSE-related disrup- 
tion." [n another major move, the US 
Treasury Department has announced 
that it will further inject $250 bn in the 
US banking system to restore market 
confidence. 

However, some experts suggest that 
owing zo the magnitude and complexity 
of the situation, large size government 
bailout is also not feasible. According to 
Joseph Stiglitz, the Nobel laureate, the 
proposed bailout entails the socializa- 
tion of risk, with all the long-term ad- 
verse implications for moral hazard. He 
highlights the need for government 
regulation and financial reorganization 
so that they do not fail. According to 
him, tke basic tenets of a public spon- 
sored scheme should constitute: full 
transparency with taxpayers knowing 
the risks they have assumed and how 
much has been paid to the shareholders 
and bondholders for being bailed out; 
full accountability with those respon- 
sible fcr the mistakes (management, 
shareholders and bondholders); and 
compensation to the taxpayers for the 
risks they face. He suggests that a limit 
to the size of the bailout should be set 
with a clear indication that while it will 
not allow them to fail, neither will it ex- 
tend a blank cheque. There should be a 
charge for the “credit line” and as long 
as it is extended no dividends should be 
paid. As though keeping in tandem, the 
firms (Fannie and Freddie) will be al- 
lowed to expand to $850 bn each in the 
short-term, but from 2010 they will 
have to gradually reduce their portfolios 
by 10% a year until they reach $250 bn, 
which will help in reducing future risk to 
taxpayers. 

Richard X Bove, in his commentary, 
“Views on the Banking and Securities 
Sectors”, says that if the debt and the 
known guarantees of the GSEs are 
added te the public debt of the US that 
debt would grow by 104% causing fur- 
ther decline in dollar value and higher 
interest rates. According to him, the 


Federal Reserve is approximately the 


same size of each of the GSEs. The Fed 
has $940 bn in assets, while Fannie 
has $883 bn and Freddie has $803 bn. 
It is for these reasons, he writes, that 
the former Fed Chairman Alan 
Greenspan repeatedly requested the 
Congress to reduce their size. Bove 
also opined that these institutions are 
so large that they are impacting the 
funding of the US government and may 
have reached a size that allows them 
to interfere with the normal function- 
ing of the government itself and vehe- 
mently argues that these institutions 
raise interest rates in the overall 
economy by diverting funds away from 
commercial activities into housing. He 
reiterated the need to go back to the 
philosophical approaches of Carter 
Glass (the author of both the Federal 
Reserve Act and the two Glass-Steagall 


(of a bailout plan) finally yielded when 
a group of 15 nations including Italy, 
Germany, and France launched a £750 
bn bank (approximately $1 tn) rescue 
plan. “People have come a long way to 
reach this accord,” said Nicholas 
Sarkozy, the French President. “The 
crisis has over the past days entered 
into a phase that makes it intolerable 
to opt for procrastination and a go-it- 
alone approach.” “The leaders pledged 
to help or directly subscribe to debt- 
raising by banks for periods of up to 
five years to complement efforts by the 
European Central Bank to unfreeze in- 
terbank lending markets,” commented 
Timesonline.co.uk. 


The joint or coordinated effort is | 


also imperative given the fact that 
many of the banks in this region are 
simply ‘too big to be saved,’ by a single 


The joint or coordinated effort is also imperative 
given the fact that many of the banks in this 
region are simply ‘too big to be saved’ by a single 


nation. 


Acts) emphasizing the need for a new 
structure similar to that of Federal Re- 
serve and the Federal Home Loan Bank 
System. This new independent agency 
called the Federal Secondary Market 
System (FSMS) should borrow money 
from the government to buy Fannie and 
Freddie, which will ensure the new pre- 
ferred holders to gain a reasonable 
profit and provide an exit strategy for 
the current shareholders. In the mean- 
while, the US government has proposed 
another financial aid for banks amount- 
ing to $250 bn. 

In UK, the Gordon Brown govern- 
ment launched The Banking (Special 
Provisions) Act 2008 in response to the 
mortgage crisis that hit Northern Rock 
among other British lenders. Accord- 
ing to Wikipedia, the Act was intro- 
duced in order to nationalize the fail- 
ing bank Northern Rock after the bank 
was supported by Bank of England 
credit and a private-sector solution 
was deemed "not to provide sufficient 
value for the taxpayer" by the UK gov- 
ernment. The European Union which 
earlier avoided following the US step 


nation. The crucial problem on this 
side of the Atlantic is that the largest 
European banks have become not only 


too big to fail, but also too big to be . 


saved. For instance, according to Gross 
and Micossi, “The total liabilities of 
Deutsche Bank (leverage ratio over 50) 
amount to about €2,000 bn (more than 
Fannie Mae) or more than 80% of the 
gross domestic product of Germany. 
This is simply too much for the 
Bundesbank or even the German state, 
given that the German budget is bound 
by the rules of the European Union's 
stability pact and the German govern- 
ment cannot order (unlike the US 
Treasury) its central bank to issue 
more currency." Similarly, they write, 
"the total liabilities of Barclays of 
around £1,300 bn (leverage ratio 60) 
are roughly equivalent to the GDP of 
the UK. Fortis bank has a leverage ra- 
tio of ‘only’ 33, but its liabilities are 
three times the GDP of its home coun- 
try of Belgium." It is no surprise then 
why the clarion-call for the joint action. 
The duo aver that “it is apparent that 
the European Central Bank will need 
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Saving the Banks: Global Bailout Efforts 
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The US government has launched a bailout plan to buy the 
distressed assets of the banks for $ 700 bn. of this the — 
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The government injected $86.5 bn into the banking system 
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to be put in charge аз it is the only in- 
stitution that can issue unlimited 


amounts of a global reserve currency." 


But for those outside the eurozone, like 
the UK and Switzerland, the duo, 
“which cannot rely on the ECB – can 
only pray that no accident happens to 
the giants they have in their own gar- 
den," write the duo. 


Asia's response 

While Asia has not seen any US or UK- 
style bailout, nonethless major nations 
like Japan, China and Korea have 
taken a series of measures to protect 
themselves from the ongoing global 
credit crisis. Since all the Asian majors 
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Germany injected $ 67 n 





Sweden injected $ 48 bn 
Switzerland injected $ 86.5 


_ France injected $14 bn into its 6 banks. Tbe өм. di 


total recapitalization vehicle of $53.6 bn and $428. 8 bn 
as inter-bank loan guarantees 9E 
Hungary received a $ 7 billion loan from ‘the eu 
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India Cut the Credit Reserve Ratio (СВА) 
| by 150 basis points (100 basis 


E Cien г points on October 11th and 50 basis 
m points on October 2nd), and injected 


Rs. 1,450 bn ($ 28 bn) into the 


= domestic money market and 


banking system. 
Cut the Repo rate by 100 basis 
points, first time since 2004. 


Injected 3 trillion yen ($28.32 bn) 
into the domestic money market 


. . тайап Injected 4 billion Thai bhat into 


the domestic money and 
stock markets on Oct 13 





On Sep 26, provided 
to swap market 

On Oct 2, supplied $ 5 bn 

to EXIM bank of Korea 

On Oct 18th, injected $ 30 bn more 
to banking system 
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Total government rescue - 5666951 
Bank department guarantee - “$432.5 bn 
Bank of England shorter loans 1730 
Treasury т 5640 


ditions, they swiftly have planned to re- 
store sufficient liquidity into their 
banking systems. To keep the wheels of 
the financial markets rolling and boost 
investor sentiment, the central banks of 
India, Japan, Thailand, South Korea, 
Hong Kong, China and Vietnam have 
cut their lending rates (including inter- 
bank and repo) and are injecting bouts 
of money into their banking, money and 
stock markets. They are by no means 
ready to let their banks succumb to the 
ongoing financial crisis and are keen not 
to repeat the 1990s' banking crisis. 
Analysts view Asia’s immediate reac- 
tion to the US-originated subprime cri- 
sis indeed as the lesson from the past 


Vietnam On Oct 19th, cut its benchmark 
interest rate by 100 basis points 

China lowered deposit rates by 0.27% 

points 

lowered reserve requirement 

ratio by 0.596 points 

scrapped the 5 percent individual 

income tax on interest on savings. 





India swings into action 

While, for now, it appears that the coun- 
try has little direct exposure to the 
mortgage-backed securities that 
spawned the current global financial 
crisis. However, India is suffering col- 
lateral damage in the form of liquidity 
crunch, plunging currency, tanking eq- 
uity markets, and slowing growth. Go- 
ing ahead, lower capital inflows wil! in- 
crease pressure on the Indian rupee and 
lead to its further weakening with re- 
spect to major currencies. Ever since the 
subprime crisis began in the summer of 
2007, the benchmark index, Sensex has 
continued to touch one new low after an- 
other. In fact, the Sensex i is now dewn 
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touched a year ago. The panic with- 
drawal by FIIs is too adding to the woes 
ofthe rupee. FIIs withdrew $5,912.5 mn 
from the Indian markets since the un- 
folding of the subprime crisis. 

These issues have certainly pres- 
surized the government and banking 
sector regulator to take urgent mea- 
sures. Already, the RBI has announced 
a 150 basis point cut in the country’ 
Credit Reserve Ratio (CRR) to infuse 
liquidity in the system. In total, the In- 
dian financial system has got a liquid- 
ity injection of Rs 1,45,000 cr in less 
than a fortnight, includ:ng Rs 20,000 er 
of additional liquidity for mutual funds 
and Rs 60,000 cr released through last 
week's CRR cut of 150 basis points. 
According to Hitesh Agarwal, Head of 
Research, Angel Broking, Mumbai, 
there is absolutely no visibility at all on 
where the market is headed. If the issue 
was India-centric, then there could be 
some ray of hope. But with the relent- 
less selling by FIIs, the bottom seems 
nowhere in sight. Unless the market 
condition improves considerably on the 
global scenario, there is no way Indian 
markets can stabilize. 

In fact, some experts even talk 
about a coordinated effort across Asia 
on the lines of European Union. How- 
ever, others are not very convinced of it. 
"Even without political opposition, 
Asia's disparate economies — ranging 
from rich and mature Japan, through 
the developing powerhouses of China 
and India to impoverished Burma and 
Cambodia - lack sufficient motivation 
or shared interest to come up with а 
common response," comments FT. 


Lessons to be learnt 

As Wall Street shudders again, it is 
natural that the economists are com- 
paring the present crisis with the Great 
Depression that occurred in 1930s. A 
section of experts opine that the magni- 
tude of the Great Depression of 1930s 
was far greater than the present crisis. 
They cite a few similarities between the 
two, like, both were preceded by a hous- 
ing boom. a long period of cheap credit 
and a falling stock market. In this con- 
text, Ben Bernanke, while as a profes- 
sor in Lee University, said that “al- 
though the Depression was long ago, its 


says the calamity of the 1930s is a his- 
tory lesson and the experiences of the 
then leaders and economists can be a 
guide for today's leaders so that they 
could prevent another catastrophe. 

According to excerpts from Herald 
Tribune, Andrew Mellon, Treasury Sec- 
retary under President Herbert Hoover 
(who was leading America at the start 
of the Great Depression) advocated the 
theory that in a free market, investors 
should be punished, and to cure ex- 
cesses of easy credit, the rottenness 
should be purged out of the system. In 
tune with this theory, President Hoover 
did not act to rescue the economy and 
both together pushed the economy into 
depression that lasted for nearly two 
decades. Thereby Great Depression 
demonstrates the tremendous cost of 
not acting quickly and the risk of dam- 
aging the larger economy in efforts to 
make individuals pay for financially 
irresponsible investments. This is a big 
"lesson" to the present leaders. Peter 
Temin, an economic historian at the 
Massachusetts Institute of Technology, 
said, "We are not about to repeat the 
mistakes of the Great Depression." 

However, according to Michael 
Bordo, the current crisis is more compa- 
rable to what happened in Japan in the 
1990s, when a huge real estate bubble 
burst, and it took nearly a decade for the 
government to address the problem. In 
this context, economists opine that 
President Bush and Bernake have 
acted early but after the incident oc- 
curred and did not take any preventive 
measures. 

With reference to the bailout plan 
recommended by Paulson, former 
Swedish Finance Minister, Bo 
Lundgren said that the US can learn 
lessons from the Swedish experiences 
of dealing with similar crisis in 1992. 
He says imprudent years of regulation, 
short-sighted macroeconomic policy 
and a prolonged property boom led to 
insolvency of the Swedish banking sys- 
tem. In that situation, Swedish govern- 
ment instead of bailing out its finan- 
cial institutions by taking over the bad 
debts also extracted equity from bank 
shareholders before buying the bad as- 
sets from the banks. The government 
granted warrants to the taxpavers, 
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it returned the profits to them. Thus 
the tax payers' money was never put at 
stake and the entire banking industry 
was recapitalized. From the US con- 
text, he says *If the valuation is bad, 
from the taxpayer's point of view, you 
lose and that decreases the legitimacy 
of the plan." In an interview to Forbes, 
Warren Buffet also backed this idea of 
drawing equity from the shareholders. 

Back in America, the Bush- 
Bernanke duo can take cue from the 
manner in which the crisis that arose 
from the “Savings and Loan institu- 
tions" or "Thrifts" in 1981 was dealt 
with. Economists are warning that mis- 
takes committed then should not be re- 
peated and a solution that addresses the 
fundamental problem in the economy 
should be devised. A Resolution Trust 
Corporation (RTC) was set up and the 
thrifts were encouraged to sell their dis- 
tressed loans to the RTC, and as an in- 
centive the US' internal revenue depart- 
ment would pay back the taxes paid by 
the thrifts in the past to the extent of 
losses reported by thrifts in their books. 
This encouraged thrifts to show losses. 
Thrifts were rushing to Wall Street in 
desperation trying to sell their loans. АП 
this only aggravated the problem in- 
stead of addressing the fundamental 
problem in the economy and also cost the 
government heavily. Economists suggest 
that the government, instead of provid- 
ing tax incentives, could have used the 
money to recapitalize thrifts directly. 
This would have been more elegant, 
time-saving and would have reduced un- 
necessary expenditure for the economy. 

But many question whether bail- 
outs can prove to be be a quick-fix for the 
current credit crisis gripping the world? 
Only time will tell. 


A concerted effort needed 

Innovations and transformations stem 
from the hardest crisis times. The Wall 
Street meltdown is in a way forcing 
America to reinvent its current beliefs 
regarding the financial market sys- 
tems, which in many ways is the bul- 
wark of its market economy. The cur- 
rent cr:sis has demonstrated that mar- 
kets work too well and sooner or later 
punish voracious and imprudent risk 
taking, misdirected or inadequate regu- 
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regarded as an old concept is again be- 
ing embraced by the US government as 
well the financial institutions. After the 
great depression, the Glass-Steagall 
Act separated commercial banks and 
securities firms. But the current crisis 
has again led to combination of the two. 
Therefore, one has to seriously give a 
thought about the independent stature 
bestowed to many investment banks 
which created havoc in the financial 
markets. Similarly, many more regula- 
tions are likely to be imposed on hedge 
funds, insurance companies and other 
financial entities. 

A concerted action by the govern- 
ments, academicians and monetary au- 
thorities is required to bring about a 
major change in the structure of the fi- 
nancial industry. Major overhaul is re- 
quired in the capital adequacy norms, 
devising of accounting provisions for in- 
corporating sufficient risk for complex fi- 
nancial instruments, and equipping the 
top Management in dealing with the 
risky instruments. Research should not 
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Тһе present crisis once again lends sup- 
port to the growing discontent against 
capitalism. The “free market model" is 
once again under attack from critics, 
however, not without some valid rea- 
sons. “The disintegration of Anglo- 
Saxon-inspired markets has come 
about largely because of the confluence 
of two tendencies of the ‘free market’: 
speculation and monopoly capitalism. 
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sight, and tighter regulations. There is 


about free markets — they do not of 
themselves promote sound investment 
or wise management,” wrote Phillip 
Blond in The Independent. He further 
said that before 1973 the ratio of in- 
vestment to speculative capital was 
9:1; since 1973, these proportions have 
reversed. “So huge have the numbers, 
leverage and derivative instruments 
become that their value now far exceeds 
the total economic value of the planet. 
For instance, in 2003 the value of all de- 
rivative trading was $85 tn, while the 
size of the world economy was only $49 
tn,” added he. Even the legendary specu- 
lator George Soros agrees that too much 
leverage or what he calls “super lever- 
age” is behind the present crisis. 

The culture of excessive greed and ir- 
rational exuberance that manifested 
and were behind the spate of corporate 
scandals in the post-Enron era offered 
valuable lessons, however, the world 
apparently did not learn its lessons 
from that and many other past crises. 
шаре this time, policy makers pad 
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nothing fundamentally wrong with the 
concept of free model, what is missing is 
an inbuilt system of checks and bal- 
ances, which is less prone to 
maneuverings and manipulations. 
Nevertheless, what looks obvious is 
that the world will never be the same 
again.m 


- Amit Singh Sisodiya, T Jyotsna and Sudesh Gonela 
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High levels of leverage by banks 
have led to a bubble in asset prices. 
Now the entire global financial 
System has initiated a process of 
"de-leveraging". How do you see 
the efficacy of this move? 

Dean Baker: This is an inevitable but 
painful process. There are two main 
principles that are the focus of public 
policy. First, it is important to main- 
tain demand. That is likely to require 
substantial fiscal stimulus in a context 
where the banking system is seriously 
crippled. Second, all the efforts to sus- 
tain the banking system should be 
structured to minimize the moral haz- 
ard problems. It means acting in ways 
that ensure those who acted irresponsi- 
bly do not benefit from the bailouts. 
This is important for both economic (we 
do not want to reward bankers for fail- 
ure) and political reasons. It is difficult 
to justify taxing middle-income people 
to redistribute income to some of the 
richest people in the country. 

Kousai Arimora: The normalization of 
asset prices, which have irrationally ap- 
preciated more than the real economy, 
is unavoidable. During this recovery 
process, industrial consolidation will 
continue for a while, through acquiring 
insolvent financial institutions. 

Liu Jing: Commercial banks did not 
increase in leverage because they are 
regulated. The expansion of credit was 
largely caused by unregulated entities 
such as investment banks and hedge 


. funds. The bursting of the bubble is the 
cause of the deleveraging as equity in 


. leveraged entities is wiped out first, 
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standing. The process will go on until 
the underlying assets cease to decline in 
value. 

Valérie Demont: There is underway a 
significant amount of deleveraging by 
banks. So far, however, the process 
has not been very effective in terms of 
stopping the credit crisis or getting 
more funds back into the system. In 
fact it is turning out to be a debatable 
issue because the Federal Reserve 
and the US government are putting 
more money into the system under the 
assumption that once money gets into 
the system the banks would start 
lending again, and as you pointed out, 
as banks are engaged in deleveraging 
process, they haven't resumed lending 
and so we are still having a credit is- 
sue, despite the $700 bn bailout that 
was adopted by the US Congress and 
signed into law by the President. So 
banks right now, instead of lending, 
are still keeping money in order to 
deleverage and clean up their balance 
sheets. So the bailout package and 
other measures adopted to help alle- 
viate the credit crisis have not helped 
at this time jumpstart the economy 
and stop the credit crisis. 


The securitized derivatives market 
has been blamed for the current 
crisis. What measures can the 
government and policy makers 
take to revive the market for 
such products? Is the central 
exchange overseeing these 
trades imperative? 


Dean Baker: These instruments 





traded. Of course, the government must 
also regulate these instruments care- 
fully and limit leverage strictly. 
Kousai Arimora: As for investments 
in any financial products, it is a major 
premise to be able to evaluate risk and 
return correctly, and investments in 
securitized derivatives is also the 
same. But the current circumstance 
does not allow financial institutions to 
mark securitized derivatives to market. 
So, what governments and policy mak- 
ers should do at first is to improve this 
circumstance. Specifically, it is needed 
to disclose sufficient information of the 
underlying assets and the derivatives 
itself to figure out the market size, to 
reduce the settlement risk, the 
counterparty risk, etc. I recommend the 
establishment of a central exchange to 
effectively address some of the above- 
mentioned issues. 

Liu Jing: It is not clear whether 
securitization itself should be blamed. 
It is simply a cheap and efficient ampli- 
fier of the bubble, not the originater. A 
regulation of all the important financial 
players is probably a better approach to 
avoid future financial crisis. 

Valérie Demont: You should expect to 
see a lot more regulation coming out of 
this crisis: regulation of certain types of 
transactions. For example, in the de- 
rivatives area, we are expected to see | 
more regulation which I think will be 
more in the nature of disclosure. You 
should also expect to see more regula- 
tion of certain types of market partici- 
pants such as hedge funds which are 
currently mostly unregulated. With this _ 
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regulation of hedge funds because they 
are more involved in the counterparty 
trades and derivative transactions that 
are at the heart of this crisis. Other play- 
ers like the traditional private equity 
funds, which were also mostly unregu- 
lated, will probably remain unregulated 
as long they stick to their traditional pri- 
vate equity business. The derivatives 
market itself right now has come to a 


money outside the reach of regulations 
exists, next new bubble problem in a cer- 
tain asset will emerge in a certain place 
sooner or later. 

Liu Jing: No. There might be over-regu- 
lation as the government can overreact. 
But the basic fabric of capitalism is ro- 
bust. 

Valérie Demont: I think this is indeed 
the first time we are seeing so much US 





standstill. Everybody is looking at their 
positions and trying to figure out what 
their exposure and liabilities are. This is 
going to stay like this for sometime until 
credit starts flowing into the system at 
which t:me the derivatives market will 
start functioning again by itself as a nec- 
essary tool to the proper functioning of 
the credit markets. 


The unveiling of the US 
government's largest financial 
intervention could mean its 
unprecedented reach into the 
operations of private companies. 
Does this signal the end of 
capitalism in US? 

Dean Baker: It means that capitalists 
can no longer pretend they believe in the 
free market. The want to use market 
forces tc beat down the wages of manu- 
facturing workers and other middle and 
low-income workers. However, they are 
very happy to have the government pro- 
tect them from the market. The capital- 
ists recognize the value ofthe market as 
an economic tool, but they want the gov- 
ernment to help them. 

Kousai Arimora: The governmental 
interventions (including US) to avoid the 
crisis situation seem to demonstrate a 
big impact to private companies under 
those governmental jurisdictions. We 
may interpret the disappearance of the 
investment banks as the end of capital- 
ism in US in some ways. However, as far 
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government intervention in the finan- 
cial and banking systems. In fact, if we 
look at the latest moves that the US 
Federal Reserve has made, it is even 
more far-reaching in the sense that the 
US Federal Reserve is now considering 
lending directly to companies as op- 
posed to its traditional lending to 
banks. This is historically unprec- 
edented. I don't think this is the end of 
capitalism in the US, but it definitely is 
the end of the regime of deregulation, 
which is something that has prevailed 
in the US for the last 20 years. The era 
of self-regulation and deregulation is 


over at least for now. But deregulation 
and self-regulation are not dead and 
will come back as they are very much 
part of the American spirit and culture. 
However, for now, we should see a lot 
more regulation in the financial and 
banking areas and I don't think anybody 
is going to be a strong advocate of self- 
regulation for sometime. 


The Paulson/Bernake's sketch of 
recapitalizing the banking industry 


and at the same time removing · 


the troubled loans from the banks' 
balance sheets has kicked off a 
debate among many on issues 
like the pricing of the distressed 
assets, the amount of toxic assets 
that the banks can offload, the 
time limit for the banks, who would 
execute the bailout plan, impact 
on the tax-payers' wealth, etc., 
What is your view? 

Dean Baker: It's a silly debate. The 
purpose of the bailout is to overpay for 
troubled assets in order to recapitalize 


( 


the banks. It is a very indirect way of } 


doing a recapitalization, but that is the 
plan. They don’t want to pay a fair price, 
they want to overpay. 

Kousai Arimora: The rapid movement 
of the financial market in the first week 
of October forced the US Government to 
determine the decisive actions, includ- 
ing a public fund injection, and I expect 
the market to regain composure. 

Liu Jing: The bailout should proceed, 
as the collapse of the whole financial 
system is too big a risk to swallow. The 
reforms should come after the bailout 
succeeds. 

Valérie Demont: We will have to see 
what regulations and structures the US 
Treasury Secretary is going to propose 
to implement the bailout. He has some 
time to come up with specifics for the 





implementation of the bailout. Those 
regulations are going to tell us what the 
terms are going to be, in terms of how 
the purchases are going to be made, how 


the valuation of the assets is going to be 


made, etc. Right now, all the banks are 
looking at the valuation of their bad as- 
sets on their balance sheets and review- 
ing their exposure, and everybody is 
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waiting to see what the US Treasury 
Secretary is going to propose in that 
area. There's going to be a lot of games 
because the US Treasury Secretary's 
mandate under the law is to get the best 
price. At the same time, selling to the 
US Federal Reserve and being part of 
bailout means that the financial insti- 
tutions themselves are going to be un- 
der some restrictions which may lead 
them to try to seek other purchasers 
than the Fed to sell off their bad assets. 
For example, the requirement that the 
financial institutions which participate 
in the bailout have to limit executive 
pay and executive compensation may 
be an incentive for lots of institutions to 
look out for third party buyers rather 
than go to the Fed. The implementation 
of the bailout is a very important part of 
the bailout because, if not properly ex- 
ecuted, we are going to end up with the 
same kind of issues down the road as 
what we have now, except that this time 
it will be even more painful to the US 
taxpayers. 


Some analysts point out that the 
bailout does not address the main 
cause of the problems faced by 
the Wall Street and the economy 
in general, i.e., falling house 
prices. What is your view? 

. Dean Baker: This is exactly right. Of 
_ course, they couldn't address falling 
house prices because house prices were 





being driven by a bubble. Congress can 
no more sustain house prices now than 
they could maintain the inflated price of 
Internet stocks in 2000. Furthermore, it 
would be undesirable to even try, be- 
cause maintaining the bubble just 
leads to more distortions. We would be 
best off, if the bubble deflated as 
quickly as possible. The government 


with substantial deficits as the country 
adjusts to the loss of $8 tn in housing 
equity. 

Kousai Arimora: It is true that ratio- 
nalization of housing prices is neces- 
sary to stave off and recover from the 
recession. However, under the situation 
where the weak real economy has 


as well as consumers to buy or refinance 
their homes and be able to spend. The 
credit flow will help the housing market 
a little bit. Once credit flows again, we 
will see people being able to get and re- 
finance mortgages, which should help a 
little bit on the home valuation front. 
But all of these are temporary stopgap 





spread beyond the housing sector, it is 
just the necessary condition, not the 
sufficient condition. 

Liu Jing: I disagree. One reason the 
housing prices are falling is because 
mortgage rates did not come down even 
after the FED reduced interest rates. By 
buying mortgage backed securities in the 
open market, the government can help 
reduce the mortgage rates, and support 
the housing prices indirectly. The key is 
to remove the fear in the market. 
Valérie Demont: My personal view is 
that the bailout is only a plug in the hole 
and is not addressing the needs of the 
American economy. What is needed 


right now is a true industrial policy; a 
policy that would lead to job creation in 
America. That would eventually lead to 
wage increases and the consumer 
spending machine to start working 
again. Stopping the credit crisis is nec- 
essary. We need credit to flow back 
through the system. Credit allows cor- 
porations to operate, pay salaries, fi- 


measures. Fundamentally, what you 
need is a true industrial policy which 
would create jobs in America. In elec- 
tion times, this is proving hard te come 
by as the current US President, George 
W Bush, is not going to launch a new 
industrial policy when he is only a 
couple of months away from leaving of- 
fice and the upcoming candidates are 
not making any promises at this point 
of time as to what their policies would 
be. An example of new industrial poli- 
cies could be in the infrastructure area. 
America's infrastructure needs heavy 
amounts of investments. People talk 
about India's infrastructure needing a 
lot of investments but the US market 
itself is the biggest market for infra- 
structure needs at this time with hun- 
dreds of billions of dollars needed for 
infrastructure spending. Such invest- 
ments would lead to true job creation in 
America and long-term sustainable 
economic growth, which would lead to 
wage increases, consumer spending 
and confidence back into the system. 


The current crisis in the US 
has demonstrated that risk 
management has lagged behind 
innovation in the financial system 
and a proactive financial 
regulation has taken a back seat. 
What changes are required in the 
current regulatory system? 

Kousai Arimora: Innovations of the fi- 
nancial products will continue in the fu- 
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efficiency in financial markets. It will not 
be avoided regulations lagging behind fi- 
nancial innovations. Therefore, a volun- 
tary, effective measure should be taken 
by financial institutions in order to en- 
hance risk management enhancement 
and evade moral hazard, and regula- 
tions to urge this attitude will be very 
much needed. An effort to reduce the 
regulatory time-lag is also important, so 
the conversation with the financial insti- 
tutions, improvements of information- 
gathering ability, etc., are required for 
the regulators. On the other hand, regu- 
latory revisions which force financial in- 
stitutions to hold enough capital and 
high liquidity will be required cease- 
lessly in order to secure the financial sys- 
tem from such a crisis event in the future. 
Liu Jing: A regulatory framework that 
includes all major financial players is 
needed. The overall leverage of the 
economy should not be decided by the 
market participants as many have in- 
centives to push the envelope and take 
too much risk, hoping that the govern- 
ment will come to bail them out if the 
problem is too serious. 


The Many hugs of 
Man аас dim ent 
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Valérie Demont: We go back to the con- 
cept of deregulation and self-regulation 
versus regulation. For a long time, US 
embraced the concept of deregulation 
and self-regulation which led to some of 
the issues that you identified—i.e., a lag 
in regulation compared to what happens 
in the market. I think there will always 
be a lag between the regulators in the 
market. Innovations rarely come from 
regulators, innovations always come 
from the market place and the regula- 
tors always tend to play catch up. There 
has been a lot of pressure on US regula- 
tors recently to become more proactive in 
regulating and anticipating regulatory 
needs. For example, the SEC in US has 
been under enormous pressure from the 
US Congress to step up in the area of 
regulation. In fact, the SEC’s Director of 
Enforcement was recently told by a Con- 
gress commission that "stepping up en- 
foreement" was not good enough because 
the US Congress wants regulators to be 
more proactive in regulation and antici- 
pate regulatory needs and not just step 
up enfcrcement of existing laws. But in 
reality, I think, the regulators are never 








the ones who are at the forefront of 
changes in the market place. You can 
only narrow the gap. I don’t think you can 
ever close it. 


Any other issue? 

Valérie Demont: The major issue of 
concern right now is the spreading of this 
crisis to Europe and Asia. Until now the 
impression around the world and in US 
was that this crisis is really a US prob- 
lem. I think now the perception is that it 
is a US-originated problem. Because of 
the inter-connectivity of world econo- 
mies, people are seeing this crisis ripple 
through. The crisis has spread to Europe 
and is now reaching Asia as well. For 
emerging countries, the problem may 
have a significant impact on their eco- 
nomic development. In the US, the im- 
pression was always that there are prob- 
lems at home but the rest of the world 
economies are doing fine, and that is how 
it may have hoped to get out of trouble. 
The US now needs to rethink how it 
needs to confront the crisis.m 
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Balance / Transaction enquiry for all 
your accounts 


Funds transfer within Bank's own 
branches & to other bank's branches 
through RTGS / NEFT 


Cheque realisation status enquiry 
Viewing / download of statement of account 


* Viewing Demat Account 


Balance enquiry 
* Statement of account by fax 


* Issued / deposited cheque status 
enquiry 


Change of phone banking PIN 


* Anytime Cash 

Balance enquiry 

Mobile top-ups 

Booking of Train Tickets 

Mini statement of account 
Payment for Kingfisher Air Tickets 


ATM cum Debit Card can be used for 
purchase of merchandises / services 
at point of sale globally 


Balance / Transaction enquiry for all 
your accounts 


* Funds transfer within Bank's own 
branches & to other bank's branches 
through RTGS / NEFT 


* Cheque realisation status enquiry 


Viewing / download of statement of 
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Ensures multi level user authentication 
of transactions 
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Balance / Transaction enquiry view 
Cheque realisation status enquiry 
* SMS Alerts for: 


Debit / Credit transactions of 
Rs. 5000 and above 


Bouncing of Cheque 


Statement of account view for the 
last 4 transactions 


Reserve Bank of India Guidelines from time to time 
are applicable for all Schemes. 


For latest quidelines / interest rates / other 
charges, visit us (2 www.indianbank.in or the 
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Credit Default Swaps 


Weapons of Mass Speculation? 





The current credit crisis exposes the flaws in the CDS system. 





redit Default Swaps (CDS) 

symbolize bets on default risk 

of various types of debts right 
from corporate to sovereign and munici- 
pal bonds to asset-backed 
securitization papers. The fastest grow- 
ing derivatives are populated mostly by 
big banks, brokerages, hedge funds and 
other institutions. In the past couple of 
years, the market for over-the-counter 
derivatives has grown exponentially— 
up to around $62 tn against $1 tn in 
2001—showing an annual growth rate 
of over a 100%. The CDS market is 
roughly twice the size of the entire US 
stock market, far exceeding the $7.1 tn 
US mortgage market and $4.4 tn US 
treasuries market. 

CDS were developed in the mid- 
1990s to offer investors a free play over 
the ever-changing credit spreads. 
Amidst the sober reminders of counter- 


become weapons of mass speculation. 
There is no official clearing house for 
this market or much public reporting of 
the pricing of the trades. They are insur- 
ance-like contracts that assure the cov- 
erage of losses on certain securities in 
the event of a default. The buyer of CDS 
pays premiums over a period of time to 
protect against any default—just like 
buying out home insurance to protect 
against any losses from theft, fire, etc., 
CDS are thinly traded, have huge 
counterparty risk, are difficult to ana- 
lyze, and are unregulated insurance 
products. CDS trade privately and by 
appointment, and assigning values to 
CDS is highly subjective. However, they 
have proliferated rapidly in the recent 
past. Experts say that “A hiccup in this 
market could set off a chain reaction of 
losses at financial institutions, making 
it even harder for borrowers to get loans 


> 


Continuing crisis 

Commercial banks hold $13 tn in the 
CDS market and are playing an active 
role. During the 1990s, the swaps were 
focused mainly on municipal bonds 
and corporate debt, but hardly in struc- 
tured finance securities. Slowly and 
steadily, the CDS market expanded to 
structured finance such as Collateral- 
ized Debt Obligations (CDO) which 
contained large chunks of mortgages. It 
also entered the secondary market, 
where hedge funds and other specula- 
tive investors would buy and sell CDS 
without having any direct connection 
with the underlying instrument. An- 
drea Pincus, Partner, Reed Smith LLP, 
top international law firm, says, "They 
are betting on whether the invest- 
ments will succeed or fail. It's like 
sports. The game is being played and 
you are not a part of it, but people all 
over the country are betting on the out- 
come." 

According to the Comptroller of the 
Currency (COC) that regulates and su- 
pervises all national banks in the US, 
commercial banks were among the big- 
gest participants at the end of the 
third quarter of 2007, when the top 25 
banks held CDS, both as insurers and 
insured. JP Morgan Chase, Citibank, 
Bank of America and Wachovia were 
ranked among the top four most active 
players. In the aftermath of the US 
credit crunch, banks in the US are un- 
able to lend as easily or cheaply as they 
earlier did. Today, most of the banks 
are undercapitalized because of losses 
that have eroded their capital base, 
making them technically bankrupt. 
The Bear Stearns episode has made it 
obvious that things have gone too far. 
Bill Gross, a market veteran who has 
lived through the collapse of other 
banks and brokerage firms, the 1987 
stock market crash and the near melt- 
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1 INTERVIEW 


Credit Default Swaps 


"CDS allow banks much greater flexibility in managing the risk profiles on their 


books." 


Reports indicate that CDS are the fastest growing 
derivatives products in the market, and the notional 
amount of underlying obligations covered by CDS 
now exceeds $45 tn. How has the CDS market ex- 
ploded so significantly in the past few years? 
Banks and financial institutions want to in- 
creasingly manage all types of risks on their 
balance sheets. The use of CDS instruments 
allows them to deliberately take, or mitigate 
> or remove, i.e., buy default protection, over 
the whole range of risks related to credit or 
default risks. Such CDS protection allows 
them to release the underlying capital 
against credit default for alternative lending 
and investment that is desired. 





How do you differentiate CDS from other derivative products? 

Credit default swaps are clearly related to protection/insur- 
ance against the materialization of default or not full/ 
timetabled debt service. Other derivative products exist with- 
out a credit risk element—like market movements in interest 
rates or exchange rate, or oil-commodity price ‘insurance’/ 


hedges. 


Why is the valuation of these contracts of prime concern to the partici- 
pants than other securities? 





Jan Randolph 
Head of Sovereign Risk 
Country Intelligence Group 
Global Insight, Inc. 


It is seen as a real-time market measure of 
default probabilities i.e., the cost of default 
insurance protection can change swiftly in a 
matter of days. 


It is stated that the risks posed by CDS may be not 
just the other shoe, but the neutron bomb. Please 
elaborate. 

It has been argued that CDS allow for the 
heavy concentration of risks building-up 
among key players, who would in effect be 
unable to guarantee the protection they of- 
fer, if risks materialized. 


What, according to you, are the challenges facing 
the participants in the CDS market? What regula- 
lions are required for regulating this market? 

Transparency is the big issue and also the contagion effects 
onto other markets if credit risks materialized. 


Do you think this obscure market would evolve like the now distressed 
market for subprime mortgage securities and may become a household 
term in the coming year? 

It depends on whether the default guarantees implicit in the 
CDS are activated and if so, whether the guarantees can actu- 
ally function in a pay out situation. 


mere 10% of the current $62 tn of CDS, 


agement hedge fund a decade ago, 
says, "The current crisis feels differ- 
ent—in both size and significance. The 
investment community has morphed 
into something beyond banks and 
something beyond regulation. We call 
it the shadow banking system." 

After the US subprime malaise, 
CDS investors became jittery about 
their exposure to different instru- 
ments. The concerns of the CDS mar- 
ket spread beyond the US borders. 
When UK lender, Northern Rock, saw a 
run on its bank deposits, the banks se- 
; nior CDS spreads were perceived as 
the underlying risk. Also, Societe 
Generale, which suffered losses caused 
by rogue traders, reported problems 
with CDS. The investor confidence took 
a dive when the major banks underes- 
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hedges and the CDO debacle. It was 
observed that the boards of directors 
at almost every major bank have had 
to deal with issues over the true value 
and risk of their CDS with its indepen- 
dent auditors. Warren Buffett opined, 
"Derivatives are financial weapons of 
mass destruction, carrying dangers 


that, while now latent, are potentially 
lethal." 


Growing concerns 

In the growing need to diversify credit 
risk and improve earnings, the credit 
derivatives have become a major in- 
vestment tool. Almost all credit de- 
rivatives have taken the form of CDS. 
But with the global financial system 
crisis, many CDS players have done a 
very poor job in properly gauging their 


the potential ramifications are diffi- 
cult to overstate. This is a great con- 
cern as many other banks, funds and 
insurers are similarly exposed. Given 
the massive hits that various invest- 
ment banks and global banks have suf- 
fered due to exposure to the subprime 
mortgage mess, there is a strong prob- 
ability that the CDS market wil! be go- 
ing through a period of stress in the 
months to come. 

The problem is already clamping 
down hard on insurers who have been 
forced to write down the value of their 
CDS portfolios. Basically, investors 
who bought CDS from monoline insur- 
ers were insured against any default in 
bonds. Unlike traditional insurance on 
corporate bonds, CDS must be priced at 


Financial Markets 





market value. But, as their value has 
collapsed in recent months, bond insur- 
ers, such as PMI Group and MBIA, were 
forced to reduce the value of their in- 
sured derivative holdings, leading to 
loss in revenues. In reality, increased 
defaults lead to doubts whether 
monolines will be able to pay out the 
swaps. This is termed as unrealized 
loss in accounting terms, and the unre- 
alized losses on insured derivatives 
skyrocketed in the first quarter, push- 
ing even the world's largest bond in- 
surer into a sharp quarterly loss. 


Complexity with valuations 

CDS are often used instead of corporate 
bonds. Thus, CDS should trade in tan- 
dem with corporate bonds. Also, CDS 
carry a huge counterparty risk, and the 
deals by their very nature are extremely 
illiquid. Moreover, these derivatives 
are not marked to market value. It has 
been observed that ‘fair value’ approach 
is utilized in pricing a swap. Even 
shareholders, looking for clarity on a 
fund's derivative holdings, won't find it 
in fund reports. Experts say, "As with 
other securities that trade privately 
and by appointment, assigning values 
to CDS is highly subjective. So, some on 
Wall Street wonder how much of the 
paper gains generated in these instru- 
ments by firms and hedge funds last 
year will turn out to be illusory when 
they try to cash them in." 

Unlike the banks and insurance 
companies which are regulated, CDS 
constitute a shadow financial system, 
where the trades are totally unregu- 


Credit Default Swaps 
In a Nutshell 


Party A buyscredit default insurance 
from Party B tc protect against default on 
a bond, or to bet on a company's health. 


protection a 
оп ап asset he owns. 


But many are speculaters, who do 
nat own the asset, but use the 
credit default swap to bet on the 
health of a company. 
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insurance companv ог bank. 
it receives premiums trem the 
buyer throughout the contract. 


Source: The New York Times 


In the case of a default, Party B would 
pay the bonds full value to Party А 





lated. As a result, one party to a con- 
tract doesn’t inform others when the 
contract is traded or swapped to others. 
When the contracts are scrutinized, no 
one knows how much is traded and who 
are at the end of the transactions. But, 
the Federal Reserve Bank of New York 
and contractual law clearly ruled that 
both the parties have to inform their 
trading partners in a swap when they 
assign contracts to others. As such, 
Wall Street and the Basel Committee 
on Banking Supervision are preparing 
for stiffer derivative regulations for bet- 
ter disclosure of complex derivatives in- 
chiding CDO, which have produced a 
majority of the losses during recent 
market turbulence. 


Taming the monster 

As defaults are on the rise, there has 
been a lot of outcry for more regulation 
and more transparency in this market. 
Charles R Morris, author of the book, 
Trillion Dollar Meltdown recommends 
“forcing loan originators to retain the 
first losses; requiring prime brokers to 
stop lending to hedge funds that dont 
disclose their balance sheets; and 
bringing the trading of credit deriva- 
tives onto exchanges". 

In the wake of regulatory threats, 
major dealers in the US wrote a letter 
to the Fed recently. They recommended 
reducing the backlog of contracts still 
uneonfirmed after 30 days and increas- 
ing the ‘warehousing’ data about trades 
with the Depository Trust Clearing Cor- 
poration (DTCC), for added safety. Fur- 
ther, they suggested that regulators 


THE PROBLEM 


Party B can assign the 
insurance contract to 
another party 
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„and 
it to another... he to another. 


In the case of a default, Party A may have to 
track down the final party in the insurance agreement. 
However, this party may or may not be in a 
position to pay the bond's full value. 





could increase efforts towards reducing 
counterparty credit risk by clearing 
deals through a central counterparty. 
Already, NYSE Euronext and Chicago 
Mercantile Exchange Group are work- 
ing out plans to clear over-the-counter 
CDS contracts. Thus, bourses would 
soon turn complex credit derivatives 
into exchange-traded products. 

It is time to arrest the increasing 
complexity of derivative products by 
forcing them onto exchanges. That 
would make them more standardized 
and ensure liquidity, easier valuations, 
less risk of legal challenge and more 
transparency. Since the exchange would 
be the counterparty, it can handle the 
job of monitoring the creditworthiness 
of the buyers and the sellers. Kevin 
McClear, Chief Operating Officer 
(COO), DTCC, suggests, “A credible 
counterparty, regulated by the Com- 
modity Futures Trading Commission 
(CFTC) at the heart of every trade; more 
scope to reduce the overall amount at 
risk by ‘netting’ offsetting contracts; 
and greater capital efficiency, since, if 
the exchange were the counterparty, the 
banks’ exposure could have a zero risk 
weighting. 


Outlook 

A recent report from the office of the COC 
warns that a proliferation in swaps dur- 
ing the third quarter of last year “put a 
strain on the processing systems” used 
by banks to handle these trades. A melt- 
down could cause ripple effects such as 
credit-tightening and rising interest 
rates subsequently and could worsen the 
country’s credit crisis. Industry esti- 
mates show about $250 bn could be hit 
from CDS, which is similar to the hit 
from the subprime mortgage instru- 
ments. Yet, Bill Gross, Director, Pimco 
Bonds suggests that the ultimate cost 
could be another $250 bn on top of the 
$250 bn plus in subprime losses. This 
shows that whatever we have seen is the 
tip of the iceberg in write-offs in the fi- 
nancial sector. As Simon Johnson, Chief 
Economist, IMF puts it, “Looking for- 
ward, if CDS spreads are a reliable indi- 
cator of financial turmoil, there’s some 
rough sailing ahead."s 
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Conservatism has placed Japanese banks 
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in an ideal position to take 
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advantage of the credit crisis. They are now increasingly looking abroad to 
acquire considerable stakes in their western counterparts. 





he ongoing global financial crisis 
has created a window of 
opportuni-ties for Japanese 
banks. They are now emerging as poten- 
tial sources of capital to the battered 
western counterparts. After realizing 
their past mistakes, Japanese banks 
are now scouting for opportunities be- 
yond their boards, as domestic lending 
business is stagnating. The move by 
Japan’s No. 3 bank, Sumitomo Mitsui 
Bank (SMFG,, to provide about $927 bn 
to Barclays in June 2008 was just the 
beginning of a growing shift among them 
to increase their presence overseas. Ana- 
lysts expect that there will be more such 
deals in the offing. Not only banks, even 
corporate Japan has been very active. 
Against their healthy balance sheets, 
Japanese banks are taking full advan- 
tage of the distressed Western entities 
and acquired some trophy assets in 
those countries at bargain prices. 
Ever since the burst of the Nikkei 
bubble in the early 1990s, Japanese 
banks have retreated and focused on re- 


This has shielded them from the fury of 
the credit crunch. Having grappled with 
bad loans that had tied them down for 
years, Japanese banks are now sitting 
on a huge pile of capital. In 2007, SMFG 
reported net profits of ¥461 bn. MUFJ 
made net profits of ¥636.6 bn, and even 
Mizuho Financial Group, which is se- 
verely hit by the subprime crisis, re- 
perted net profits of ¥311 bn. Standard 
& Poor's revealed that Japan's major 
banks are withstanding the subprime 
mortgage crisis, and their subprime 
holdings are *relatively small com- 
pared to those of the major overseas fi- 
nancial institutions." 

Against the increasing concerns of 
Western financial firms, Asia is emerg- 
ing faster as a major player in global 
finance than ever before. With a series 
of deals since last year, banks and 
wealth funds from Japan, China and 
Singapore have become major investors 
in Wall Street top giants like Citigroup, 
Merrill Lynch, Morgan Stanley, UBS 
AG and Barclavs PI.C amano others 





Asia's influence to grow further, backed 
by enormous cash stockpiles and rela- 
tive financial health. 


samurai debt — Growing demand 
Capital-starved Western banks are des- 
perate to secure ready supplies of capital 
as their traditional sources of funding 
dry up. SMFG witnessed its loans out- · 
side Japan rise 44% up in March 2008, 
compared to the same time previous 
year, with much of the activity taking 
place in Europe and North Asia. MUFJ, 
which is often seen as the most conserva- 
tive of Japan's big lenders, is making an 
aggressive push into the US. Earlier, 
Japanese banks used to offer 10 basis 
points above yen Libor to investors, now 
the market insists that they offer 100 
basis points above yen Libor. At these 
levels, Japanese institutions have a rare 
opportunity to buy the debt of renowned 
Western firms they could not invest in 
earlier. The relatively low yen-denomi- 
nated interbank lending rates in Japan 
make the debt issuance easy on the 
pocket for the foreign issuer. Since the 
yields on Japanese Government Bonds 
(JGBs) are very less, the rate of returns 
offered by Samurai debt issuers appear 
very Juicy for the yield-thirsty Japanese 
investors. The year 2008 has already 
seen RBS, Citigroup and UBS looking 
for huge capital raisings to the tune of 
Y1.6 tn in the Japanese debt market, al- 
most twice of what had been issued in 
the first five months of 2007. 


Breaking the ice 

Japanese banks have already captured 
some of the market share for syndicated 
loans from cash-starved Western 
banks. Overseas loans rose from 2007 
to 2008 by 11% at Mizuho, 21% at 
MUFJ and an impressive 45% at 
SMFG. Mizuho, Japan's second-largest 


bank by assets, was the first Japanese 
hank to hreak tha ira in Тамаъ ӘЛЛӘ 
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"It can be argued that such small stakes will not provide meaningful synergies." 


Unlike the US and European banks 
which are sitting on huge losses, 
Japan's banks, so far, have been 
shielded from the worst of the 
subprime blowout. How did they 
achieve this and what are the factors 
that have worked in their favor? 

Comparatively, in Japanese banks, losses 
are small. For example, according to MTFG 
disclosure materials, MTFG's realized 
losses relating to subprime and special in- 


ized losses are Y44 bn. 

Japanese major banks have experi- 
enced serious debt losses since the 1990s. 
During that phase, as shown below, most 
major banks were merged into mega bank groups. 

Most banks had to recover their own capital base which 
deteriorated due to the bad loan losses and asset price de- 
clines, but faced difficulty in raising funds from stock markets. 
So, the Japanese government injected about Y10 tn into major 
banks. The government required banks to restructure their 
business and thus most banks decided to shrink international 
business and to close their foreign branches. For example, the 
number of foreign branches of Japanese banks was 145 in 
1980, 328 in 1990, and 437 in 1995, but only 141 in 2007. 

It was impossible for them to compete against Western 
banks because the weak Japanese banks only could borrow 
non-yen money by paying higher interest rates than Western 
banks (so called Japan premium). 

In sum, Japanese banks ‘could not’ commit subprime loan 
because (1) they had to focus on domestic market, (2) they had 
no ability to assume the risks due to fragile capital base, and 
(3) they had little expertise about this subprime loan. 

Ironically, being too weak and too backward, favors Japa- 
nese banks. I think this favorable outcome is not the result of 
deliberate decision or wise risk management of Japanese 


banks. 


How do you view Japanese banks' extending a 
helping hand to cash-starved Western rivals? 





Nobuyoshi Yamori 
Professor, Graduated School of 
Economics, Nagoya University, 

Japan 





It is a chance to recover the international pres- 
ence and get advanced financial technology. Ac- 
tually, SMBC invested £500 mn into Barciays, 
and Mizuho invested into Merrill Lynch. 


Critics argue that if Japanese banks 
want to realize long-term profitability, 
they need to increase overseas 
investment, particularly at a time when 
growth opportunities in Japan are 
hindered by the ongoing economic 
slowdown. Comment. 

Beyond cyclical phenomena, we face struc- 
tural change. Japan is rapidly ageing and the 
Japanese population is already declining. 
So, megabanks realize that it is very hard to 
grow continually in Japanese markets. However, even MUFJ, 
which is the leading banking group in terms of international- 
ization among Japanese banks, only gets 1746 of net operat- 
ing profits from overseas business. 


Do you think Japanese banks are over-cautious and 
the relatively small stakes they are taking in the 
Western banks will provide any meaningful 
synergies to them? 

In the late 1980s, Japanese banks were very positive regard- 
ing internationalization, which, however, did not make prof- 
its. Now, major corporations are more global than banks, but 
there are many SMEs which want to get global too. 

It can be argued that such small stakes will not provide 
meaningful synergies. Also, I want to point out that the price 
or condition of capital injection is also important. However, 
because of Japanese banks' current condition (still convalesc- 
ing), over-commitment is risky. I think that focusing en Asia 
will be a more realistic approach for Japanese banks. 


Other issues? 

I think that it is very hard to compete against Western banks 
in Western markets. However, there is some chance of win- 
ning in Asian markets. Actually, Japanese banks should in- 
crease their commitments in Asian countries. 


Merrill Lynch through a preferred share 
purchase of worth $6.6 bn. Recently, 
SMFG has bought stake in Barclays, 
the third largest bank in the UK. MUFJ 
has acquired 21% stake in Morgan 
Stanley in a deal of worth $9 bn and 
also considerable stakes in banks in 
Hong Kong and Singapore. Nomura 
Holdings, the largest investment bank 


AANA 


purchase the Asian and European divi- 
sions of Lehman. Kenichi Watanabe, 
CE, Nomura, called the Lehman deal a 
“once in a lifetime opportunity”. 
MUFGQ’s capital injection into Mor- 
gan Stanley, one of the largest Ameri- 
can investment banks, marks the big- 
gest investment this year by a Japa- 
nese bank. Morgan Stanley’s deal 


banks, and both are considering coop- 
erating with each other by offering so- 
phisticated financial products in ma- 
jor financial markets and emerging na- 
tions. From the Western bank’s per- 
spective, the alliance with the Japa- 
nese banks helps get some of the fund- 
ing it badly requires and can establish 
close ties with one of the largest Japa- 


Business Environment 


Newfound clout 


The improved supply and demand con- 
ditions have supported the current mar- 
ket strength in Japan. The deteriora- 
tion in US fundamentals adversely af- 
fected the banks globally. The fact that 
the proportion of total Japanese ex- 
ports to the US is just 20%, much lesser 
than Asian market which accounts for 
50%, keeps Japan's economy in good 
shape, compared with Asian and Euro- 
pean economies. Analysts opine that 
Japanese banks have the resilience to 
outperform the troubled Western 
banks. “We believe this to be so because 
of Japan's robust export growth, the fact 
that Japan has been far less affected by 
the present global financial turmoil 
relative to other markets, the asset 
shift from bonds to equity and that 
small, negative, or flat corporate earn- 
ings growth which are likely to sustain 
GDP growth and the equity market," 
says, Yoshimi, Manager, Melchior Se- 
lected Trust Japan Advantage fund. 
Japanese banks were also successful 
in writing off domestic bad loans till 
2007. For the financial year 2007-08, to- 
tal subprime losses of roughly 50 banks, 
insurers and brokers of Japan were $17.6 
bn, with Mizuho reporting around $6 bn 
loss and SMFG and MUFJ, the country's 
largest banks by assets and market 
value, losing $1 bn each. The combined 
subprime-related losses of the three 
mega-banks last year was just $8.3 bn, 
compared to $18.7 bn of UBS alone. That 
is a trifle when compared to the more 
than $470 bn losses and write-downs at 
the banks, worldwide. In contrast, the 
combined losses at Citigroup, UBS and 


MUFJ 


Japanese Banks — Rescue Act 


$225 mn 





Nomura ^ Asian and European 
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Merrill Lynch $12 bn 





Merrill Lynch alone surpass $100 bn. 
Going overseas is attractive for Japa- 
nese banks, because the domestic market 
provides strikingly meagre returns. The 
BOJ's target interest rate is set at as low 
as 0.5%. Hence, investing overseas en- 
sures far healthy returns than just park- 
ing cash in a 1.7% coupon 10-year Japa- 
nese government bond. More impor- 
tantly, several financial firms in the 
Western markets are trading below their 
book values, making them attractive tar- 
gets. However, analysts suggest that “it 
is virtually difficult for Japanese banks to 
expect much in terms of growth for their 
domestic operations. So, the situation 
eam present attractive opportunities to 
lift non-organic growth by tapping over- 
seas markets likely to support expan- 
sion.” Even though Japan's economy 
emerged from a decade-plus recession, 
today, economic growth has become stag- 
nant and lending has become sluggish. Of 
the $15 tn household financial assets. 
around half is lying as bank deposits, 
earning almost no interest. Japanese 
banks can generate more returns in over- 
seas markets than at home and are 
emerging as aggressive deal makers after 
nearly two decades of muted activity. 


Business portfolio (Net operating profits basis) 


Global Markets, others 9% 
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Global Markets, others 4% 
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Domestic Corporate 45% 





Will they deliver? 


The comparatively small stakes Japa- 


nese banks are taking in their Western . 


counterparts is raising eyebrows as to 
whether these associations will provide 
any meaningful synergies at all. Critics 
say that Japanese banks are not being 
aggressive enough at a time when West- 
ern rivals are weak. Mizuho’s stake in 
Merrill Lynch is just about 2-3%, while 
SMFG's stake in Barclays is estimated 
to be of similar size. They opine that if 
Japanese banks want to increase their 
long-term profitability, they have to in- 
vest more aggressively abroad, particu- 
larly as earnings—growth opportuni- 
ties in Japan are hampered by the low 
interest rates and economic slowdown. 
Barclays’ strong presence in wealth and 
asset management segments in Asia is 
not something SMFG can easily capi- 
talize on, since its business in Asian re- 
gion is built around corporate lending, 
trade lending and project finance. 
There are also some strategic is- 
sues. Japanese banks are entering into 
an industry, where fears of prolonged 
recession and tighter regulation are ex- 
pected. Furthermore, it will take years 
to realize substantial profits. However, 
Tatsuo Tanaka, Deputy President, 
MUFJ, says, “There is a difference be- 
tween a financial investment and a 


strategic investment. Rather than look- . 


ing to boost our short-term profits, we 
would build a mid- to long-term rela- 
tionship with a financial firm.” Industry 
experts also point out that their rela- 
tively little subprime exposures are 
partly due to Japanese banks’ reluc- 
tance to be more aggressive because of 
the past experiences. While the criti- 
cism may be true, nevertheless, Japa- 
nese banks’ renewed outward focus re- 
veals their rising confidence. They aim 
to acquire small stakes in Western 
firms, and then forge strong business 
alliances in the long run. It may not 
make significant difference immedi- 
ately, but it is the first step in the right 
direction. If stability returns to global 
financial markets in the coming 


months, it will definitely cheer Japa- 1 


nese banks to be a little bit bolder in 
their ventures to expand overseas.w 
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Commodity Futures Trading 


At Crossroads 


The rise in commodity prices to alarming levels has fueled inflation globally, with India being no 
exception. According to the latest figures released by the Ministry of Commerce and Industry, 
wholesale-price inflation is hovering around a 13-year high of 12%. This has prompted a section of 
people to point their fingers at commodity Futures Trading (FT). FT market in India is facing challenges 
as the debate over banning of FT completely in commodities has been doing the rounds for more than 
a year. However, commodity experts say that the ban on FT in commodities such as food grains, 
pulses, rubber, chana, soya oil and potato is no solution to the problem and, on the contrary, is an anti- 
farmer move. Against this backdrop, The Analyst invited experts—Kishore Narne, VP, Head - 
Commodity Research, AnandRathi Commodities; Madan Sabnavis, Chief Economist, NCDEX; and 
Suchismita Bose, Economist, Project on Money & Finance, ICRA—10 share their views on the subject. 


Amidst the growing concerns 
about food prices, how far banning 
of FT will impact the agro 
commodity prices? 

Kishore Narne: Here we need to un- 
derstand tne primary reasons for the 
current situation. There are a lot of 
people who believe this situation is due 
to supply constraints, but I believe we 
are in a demand-led inflation rather 
than supply-driven. There was unprec- 
edented growth of disposable income in 
the hands of a large chunk of world 
population, which is concentrated in 
China and India. According to the World 
Bank's latest report ^Migration and Re- 
mittances Factbook 2008", NRIs (pri- 
marily in North America) sent over $27 
bn in foreign remittance to 
India in 2007, making India the highest 
recipient of remittances in the world 
($27 bn = INR 108,000 cr). If this kind of 
money is flowing into economy and at 
the same time the government's welfare 
schemes like *Rural Employment Guar- 
antee Scheme" and *Food for Work Pro- 
gram" are pumping in additional money 
into rural Indian's hands, it is making 
them demand better food, better clothes 
and better homes. At the same time, the 
land available for agriculture is shrink- 


There is no breakthrough in agriculture, 
which kept the output of food stagnated. 
So it is basic economics that the prices 
have to rise to satisfy the rising demand. 
Se I am completely clueless as to how our 
food output will grow by banning agro- 
commodity futures. In turn, it will help 
the hoarders hoard the commodity and 
inerease the prices, which will not be 
monitored by anybody on a regular basis. 
So, the government is pushing 
wrong buttons; on the other side, the fu- 
tures will help the government in its ef- 
forts to push the production of the com- 
modities which are scarce. The com- 
modity futures markets are like a mir- 
ror for the commodity prices in future. 
They will indicate the farmers which 
commodity will fetch them higher re- 
turns, so that the output of that com- 
modity can be increased. However, by 
banning FT, the government has closed 
the mirror and the farmers are at 
square one, not knowing which commod- 
ity to sow; and the same imbalance in 
production will continue, excess in some 
commodities and deficit in others. In my 
view, there will not be any impact on 
actual prices due to the ban on FT. 
Madan Sabnavis: I do not think that 
banning FT will help to bring down 


increases in the agro segment have been 
driven by supply shortfalls. Lower 
chana production has driven up prices; 
high international prices of soya oil has 
driven prices up. India imports about a 
little less than a half of its soya oil re- 
quirements. Hence, prices will not come 
down unless the fundamentals are cor- 
rected. Today, agflation is a global phe- 
nomenon, and hence, prices are rising 
everywhere due to these imbalances. А 
wheat shortfall in the west will have its 
impact domestically due to these global 
links and cannot be escaped whether or 
not we have FT. Globally, rice price is 
increasing and there is no FT in the 
country. Yet, domestic prices have 
risen. 

Suchismita Bose: The present bout of 
food price inflation is a global phenom- 
enon; in all probability domestic mea- 
sures like a ban on commodity trading 
would have minimal effect on agro-com- 
modity prices. However, the immediate 
concerns are so large that even the US 
Department of Agriculture has called 
for further insight into the role of large 
funds in the US futures market in this 
regard. 


Is there a relationship between 


a bane or boon for Indian farming 
community? 

‘Kishore Narne: Certainly, there is a 
relationship between the spot prices 
and futures prices; futures prices are 
just an indication of a common opinion 
of public at large on how the spot prices 
are going to behave in future. Futures 
prices are derivatives of spot prices but 
not independent of what is happening 
on the spot front. Sometime in the past, 
it might have happened that futures 
were highly influenced by large specula- 
tors and were behaving without a con- 
nection, but a stronger regulator could 


them. Knowledge of futures prices en- 
ables them to take proper informed 
sales decisions. Once this information 
is not available, then they lose this ad- 
vantage. As farmers are progressively 
getting better informed about prices, 
the banning of FT would take them back 
by a few steps. 

Suchismita Bose: We have noticed a 
significant correlation between spot 
and futures (Notional) commodity indi- 
ces as maintained by MCX and 
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why they should be. Our conditions are 
completely different from the developed 
nations like the US, where a large sec- 
tion of farmers use commodity bourses 
to hedge their future output. This is pos- 
sible because they have large landhold- 
ings and they also produce in large 
quantities. But in India, we have a very 
fragmented landholding where each 
farmer produces significantly minor 
quantity to hedge on the exchange, 
which is also not viable for him. So I do 


‚ have stopped that activity; and banning 
| commodity futures will not solve this 
problem. 


Banning commodity futures is not 
at all in the interests of the farming 
community, which is the largest chunk 
of our population. On one side, the fu- 
tures market acts as guidance to what 
commodity they should grow, and on the 
other, at the time of harvest it indicates 
a clear price to the farmer and helps 
him in making his selling decisions. So 
definitely, the banning of futures is a 
bane for them. 

Madan Sabnavis: Spot prices are 
driven by current demand-supply condi- 
tions, and the high inflation today is 
due to these imbalances. FT provides 
, valuable signals about expected output 
for taking economic decisions. If the 
market believes that the crop would be 
sub-optimal, prices would move up in 





NCDEX. The relationship, however, is 
much stronger in the case of non-agro- 
commodities and agro-commodities 
which are mostly commercial in nature. 
Since the spot prices for agro-commodi- 
ties vary widely across the regions and 
producers even for the same crop, hedg- 
ing effectiveness seems to be lower. 

In a liberalized environment, ban- 
ning of futures should be considered as 
a bane and not a boon. In a market 
economy, there is no doubt about the 
role of futures market in price stabiliza- 


Banning commodity futures is not at all in the in- 
terests of the farming community, which is the 
largest chunk of our population. 


the futures market, while if current 
stocks are in abundance, then spot 
prices will remain low. As long as the 
market is efficient and not being cor- 
nered, which the exchanges and regula- 
tor ensure, there would be discipline in 
the market. An efficient market means 
that futures prices should converge with 
the spot prices at the time of settle- 
ment, which is happening. 

Banning of FT in commodities 
would mean loss of an important price 


tion and production planning. What 
needs to be done is to monitor the effec- 
tive functioning of this market and ad- 
just instruments/contracts accordingly. 


In India, 95% of farmers are not 
familiar with FT. What steps are 
needed 10 increase their 
participation in the sophisticated 
futures market? 

Kishore Narne: I do accept that a ma- 
jority of farmers are not familiar with 


not expect the Indian farm community, 
except for some large farmers, to come 
to commodity markets. But certainly 
they use these markets as guidance to 
select the crops to make selling deci- 
sions and to get a fair price from the 
stockist or the buyer. The only thing 
that needs to be done is to fine-tune the 
process of keeping the farmers informed 
of the prevalent prices swiftly and with- 
out any disruption. 

In India, there is a misconception 
created by the government that it helps 
the farmers by giving them subsidies 
and other benefits, but I bet no farmer 
wants a subsidy if he is able to sell his 
produce at a fair market price. The task 
of the government is really to create 
good marketing platforms for farmers 
to sell their produce and create a free 
market environment where the farmer 
will get the prices determined based 
purely on demand supply fundamen- 
tals. There is no need for a small farmer 
to come and participate directly in the 
commodity futures markets. 

Madan Sabnavis: We feel there are 
three stages in the life cycle of a farmer 
in his interaction with the FT. In the 
first stage, he needs to know what FT is 
and what these prices indicate. This 
knowledge is being spread, thanks to 
the initiatives taken by the Futures 
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exchanges. At the second stage, he gets 
to know the prices and uses them to 
take informed decisions in his local 
market. Here he does not trade, but 
uses the price to bargain better in the 
mandi. This is gradually happening, 
but much needs to be done. We are in 
the process of expanding this price dis- 
semination system so that the farmers 
become aware of the prices. In the third 
stage. farmers actually trade either di- 
rectly or through aggregators, which is 
more likely. But, we are still far from 
this complex process since farmers have 
to be educated first. Besides, even in the 
west, farmers do not trade directly and 
use these prices to take informed deci- 
sions. 

Suchismita Bose: Inclusion of (small 
and marginal) farmers in the main agri- 
cultural produce market requires much 
more than simply setting up futures ex- 
changes. However, given that the state- 
of-the-art and well-regulated futures 
exchanges provide hedging facilities 
and increase the profitability of all in- 
volved in the business, we may find that 
these exchanges themselves take mea- 
sures which lead to inclusion, and we 
may find larger corporate entities 
sourcing from small farmers and in turn 
helping them to increase preductivity. 





The idea is that in a liberalized environ- 


ment many entities would be looking at 


infrastructural facilities like warehous- 
ing grading and quality of produce, thus 
saving costly government resources. Ex- 
changes, which are acknowledging their 
role, are gradually trying to make in- 
roads into the small farming communi- 
ties. As far as understanding the dy- 
namics of a futures market is con- 
cerned, we must remember that India 
has a long history of various types of in- 
formal but complicated derivative con- 


FT plays an important role in price 
discovery and helps farmers get 
reasonable rate for their farm 
produce. The recent ban on FT will 
lead to suspension of contracts 
and will have a cascading effect. 
Please comment. 

Kishore Narne: I do believe that by 
banning the commodity futures the gov- 
ernment is denying the right of farmer 
to know what could be the likely price of 
the commodity he is producing. As I said 
earlier, the government need not give a 
single rupee as subsidy if they allow the 
farmer to sell his produce at market- 
driven price. Commodity futures mar- 
kets also help the government to create 
balance in agriculture output by helping 
the farmers plan the next crop. For ex- 
ample, today there is a ban on Chana 
futures, and nobody knows what is going 
to be the prices of Chana in the next six 
months. Only a few traders and large 
stockists know what is the kind of inven- 
tory we have, and with their trade con- 
tacts they come to know what is the situ- 
ation in countries like Australia or 
Canada from where we import the com- 
modity. If something goes wrong in those 
countries, the stockists will hold large in- 
ventories in anticipation of higher prices, 
but the same information is not passed 


on to farmers so the prices in local mar- 
kets will be kept low and the farmers 
may be discouraged due to that, making 
the situation much worse. If there are 
commodity markets, the futures prices 
will go up in anticipation, and the same 
prices will be available in newspapers 
and on television and various media, and 
the information will reach the farmers 
and help them grow more chana and 
ease the supply situation. 

Madan Sabnavis: We have observed 
that progressively farmers are getting 


districts from their local agents and us- 
ing it for bettering their bargaining 
power. Now with these prices not being 
known, they would be forced to sell their 
produce at the available price. This 
happened for wheat earlier and is also 
happening in potato and chana. Knowl- 
edge of futures prices was a strong tool 
for farmers which helped them do better 
in their local markets. Hence, FT has 
been useful for them. 

Suchismita Bose: Yes, particularly for 
commercial crops with more transpar- 
ent prices, there is a fairly strong rela- 
tionship between spot and futures 
prices. Several studies in India and 
abroad have found that a well-function- 
ing futures market helps in developing 
the spot market too. The whole ideology 
behind a futures market is to guarantee 
stable prices. A sudden ban indeed de- 
feats this purpose as it can lead to loss 
of liquidity, and it adversely affects the 
production planning process too. It is in- 
deed a difficult choice between the at- 
tempt at taming inflation at this point 
and disrupting a given system on which 
production is also planned and re- 
sources allocated. In the long run, if the 
government has to ensure that the crop- 
ping pattern does not give more impor- 
tance to commercial crops, at the ex- 
pense of necessary food grains, it has to 
take adequate measures in terms of 
providing research initiatives and set 
up other schemes to ensure adequate 
availability of essential commodities. 
It is quite obvious that the procurement 
of Food Corporation of India (FCI) plays 
a more decisive role in inflation num- 
bers, than the futures market indica- 
tors. However, it is due to indications 
from the futures market that the FCI 
has increased its procurement price 
paid to the farmers for wheat. If market 
signals are ignored, this would certainly 
have an effect on income as well as 
production. йе) 


Do you think banning FT would 
help address the hardening of 
commodities prices and douse 
inflation? ie 
Kishore Narne: Certainly, the futures 
market will be instrumental in dis- 
counting the situation much early, and 
if the future crop situation is good in 
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would have reflected the same and 
helped the spot prices to ease. 
‘Madan Sabnavis: No. As mentioned 
earlier, prices have been driven by fun- 
damentals. In case of say tur, produc- 
tion was lower last year which caused 
prices to rise. Urad prices were in fact 
coming down last year which was indi- 
cated by the futures prices. The same 
was true of wheat when the futures 
prices for March and April were declin- 
ing on expectations of better output. To- 
day, chana prices are up because output 
is expected to be lower. Therefore, FT is 


not really connected with the prices, but 
‚ 18 a useful reflection of the state of 


things to come. These prices should be 
picked up and used to take policy deci- 
sion such as imports procurement. 

Suchismita Bose: Theoretically, the 
functioning of a futures market depends 
on the close link between spot and fu- 
tures prices and convergence at the end 


of a contract. If speculative or hot money 


pours into the market there could be up- 
ward pressure on futures prices. This 


would most likely lead to non-conver- 
gence of spot and futures prices if the 


bulk of the trading is not delivery-based. 


The problem thus is more in terms of fu- 


tures prices not providing effective indi- 
cation and hedging ineffectiveness 
rather than spiking inflation. Even the 
extensive study by the A Sen committee 


j could not establish a clear direction on 


and would discourage them. I believe the 
amount of CTT could be less than what it 
is on equity markets, because every rise 
in cost in commodities will add to its 
prices and cause rise in prices. 

Madan Sabnavis: We need to see how 
the market reacts to the CTT. The CTT 
definitely increases the cost of transact- 
ing on the exchanges and would have an 


Indian income. These cash-rich middle 
class will be demanding more food and 
more homes; unless we respond from 
the supply side to cope with this de- 
mand the situation will further deterio- 
rate in the coming times. 

Most of the income rise mentioned 
above is in urban income, which is re- 
sponsible for demand; on the other side, 





impact on the participants. But, the ac- 
tual impact would have to be gauged 
once it comes into force. The market 


players will have to weigh the potential 
gains and costs of dealing with any spe- 
cific price before taking trading calls. 

Suchismita Bose: The term chequered 
history has become intrinsic to the de- 
scription of the Indian commodity mar- 
kets; it is indeed unfortunate that at a 
time when the nationwide exchanges 
were drawing up plans for improvement 
in the agro market as a whole, they are 
faced with global crises, which have also 
adversely affected domestic policies. 


If speculative or hot money pours into the market 
there could be upward pressure on futures prices. 


this. Thus, in any case, futures price vola- 
tility is closely watched and any regula- 
tor would raise concerns over this. 


Commodity exchanges are trying 
to come to terms with the potential 
adverse impact of Commodity 
Transaction Tax (CTT). How will 
they handle the present situation? 


‚ Kishore Narne: Still there is uncer- 


tainty on CTT, if it is implemented as 
proposed; certainly, it would impact 
some of the volume, especially of the re- 
tail and intra-day traders. It also in- 
creases the cost of transaction for many 


The CTT, of course, is another way of 
controlling excessive speculative trade, 
but can be prohibitive for genuine hedg- 
ers. Probably, a distinction needs to be 
drawn on the basis of actual commodity 
exposures. 


What does the future hold? 

Kishore Narne: A recent study by 
McKinsey Global Institute says that 
the middle-class in India, numbering 50 
million people currently, will have ex- 
panded to 583 million people by 2025. 
These people will see their incomes 
zoom to Rs 51.5 tn—11 times the level 


government wants to keep inflation un- 
der control. If we have to look at the 
Wholesale Price Index (WPI), which 
measures inflation, it compares current 
wholesale prices with the prices of 
1993-94. They want to keep the agricul- 
tural product prices close to those levels 
in 1993-94, despite a large jump in the 
input costs of agriculture. So, that 
means they want to keep the farmers’ 
incomes at the levels of 1993-94 or even 
lower; if discounted by the inflation the 
income growth of farming community is 
having a negative growth. So, in turn, 
the government policies are hurting the 
poor to keep the agricultural commodity 
prices lower for the new and flourishing 
middle-class, which is an educated vote 
bank. Farmers are neglected despite 
comprising a major chunk of the vote 
bank, because they are uneducated and 
they can be easily misled by the 
miniscule subsidies provided to them. = 
Suchismita Bose: Once the global eco- 
nomic conditions improve and policy 
stances will change; the regulatory au- 
thorities need to frame rules that could 
keep prices of essential commodities 
within some acceptable bounds, so that 

once a commodity is allowed for futures/ 

options trading, the government does 

not need to take recourse to abrupt 

policy reversals in an economy which is 

encouraging development in a liberal- 

ized environment.s 
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Helping to Build a Better Infrastructure 





What are the gaps in Indian 
infrastructure? 
The gaps in Indian infrastructure have 
to be seen in the context of the impor- 
tance of infrastructure to socioeconomic 
growth in the country. We have seen 
that the large infrastructure develop- 
ment programs launched since 2000 
have helped to facilitate growth. For- 
eign exchange reserves have grown rap- 
idly and poverty incidence declined from 
36% in 1993-94 to 27.5% in 2004-05. 
Poverty reduction through faster and 
more inclusive growth is the focus of the 
^ current 11% 5-Year Development Plan. 
_ In this context, ADB’s current Country 
Partnership Strategy Paper identifies 
. infrastructure bottlenecks as one of the 
. key binding constraints that needs to be 
i _ overcome for the government to succeed 
. in its development objectives for the 
. 11% Plan. The gaps in infrastructure in 
roads, ports, airports, railways, and 
_ power are very succinctly identified in 
. the 11° Plan document. 
Е _ Take the roads sector first. A good 
. road network is a critical infrastructure 
. requirement for rapid socioeconomic 
_ growth. Perhaps, the single most criti- 
. cal area in the roads sector is the Na- 
; tional Highway system. It is the back- 
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* bone of the woven road network. * | 


India's needs. Only 12.596 of its entire 
length is wider than two lanes leading 
to heavy congestion. There is inad- 
equate maintenance resulting in poor 
levels of service. The same situation ex- 
ists in the state and rural road net- 
works. Therefore, on the whole, despite 
India having one of the largest road net- 
works in the world, the road network is 
grossly inadequate in many respects. It 
is unable to handle high traffic density 
and high speeds at many places besides 
having poor riding quality. 

The same situation exists in other 
transport infrastructure sectors. There 
are capacity constraints in the railway 
network resulting in saturation along 
critical sections of the rail network. Ca- 
pacity in these sections needs to be in- 
creased. А significant proportion of the 
railways assets are based on outdated 
technology and there is a need to replace 
overaged assets. There is a backlog of 
asset maintenance, i.e., maintenance of 


track and rolling stock. All these short- 


falls result in slow speeds with the av- 
erage freight train speed being only 22 
kph and the average passenger train 
speed being 50 kph. In the ports sector, 
there is again a capacity problem. The 
total capacity of Indian major ports is 
504.75 million tons compared to actual 
traffic of 463. 84 million tons, thus giv- 





ing theoretical cushion of only 8%, as 
opposed to the international best prac- 


tice of having a cushion of 30%. Such a 
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inevitable during peak periods. This is 
compounded by the relatively shallow 
draft of many Indian ports especially in 
the Eastern coast. Container ships are 
increasing in size and ships with a draft 
of 14.5 meters are not uncommon. Yet, 
India only achieved 11% of the 10% Plan 
target for capital dredging of the ports 
sector. In the airports sector, there is 
again the issue of lack of capacity to 
handle the booming air traffic. Runway, 
aircraft handling and baggage handling 
systems in most of the major жн. т 
are stretched. E 
Rapid growth of the Indian economy. 
will place a heavy demand on i 
power. Currently nearly 50% of the 
population does not have access to elec- 
tricity. Even among those who mie 
cess, there is a 1196 deficit in power su 
ply in the country. The conse uence of f 3 
this deficit are obvious with power o 
ages and cuts reported in many s 
The government estimates зано ri 
ditional 78,000 MW of generating ce 
pacity is needed in the next five: v 


What are the i 























Well, the first о. оше urse өм build 
new capacity. The needs are ht | 
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transport xocistis- ie., | #160 0 0 1. 
needed for the power sector, $81 bi 
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ways, $18 bn for the ports, and $8 bn for 
the airports sector in the next five years 
alone. In addition, $65 bn is needed for 
the telecommunications seetor, $48 bn 
for the water supply and sewerage sec- 
tor, $52 bn for the irrigation sector and 
$10 bn fcr other sectors, e.g.. gas, stor- 
age, etc. during the same period. How- 
ever, identifying the financing needs is 
just the first step. We also need to iden- 
tify the sources of financing. Although 
the public sector will remain the domi- 
nant player, the amount needed is too 
large for the public sector alone. It is 
therefore necessary for the government 
to attract private sector financing for in- 
frastructure projects which can gener- 
ate adequate revenue streams to make 
them viable for private sector financing. 

The second area is efficiency im- 
provement. This means 
getting the maxi- 
mum 







ofit from the existing and planned fu- 
cure investment. In the electricity sec- 
tor, for instance, transmission and dis- 
tribution losses are estimated to be on 
average 34% of the power generated. In 
addition, there are other sources of 
losses, such as power theft, poor billing 
systems and inefficiency in collection 
which are termed as commercial losses. 
The aggregate technical and commer- 
cial losses amount to 40% of the power 
generated, which incidentally is about 
the same percentage of the population 
not having access to electricity. Im- 
provements in these areas would help 
in not orly reducing the need to incur 
capital expenditure for building new 





financial health of the power sector. 
Modern technology, coupled with inno- 
vative work practices, can also increase 
che efficiency of infrastructure utiliza- 
поп. In the railway sector, modern sig- 
naling systems and train control sys- 
‘ems can shorten the headways be- 
tween trains. This can enable more 
trains to use the same track sections 
safely and thus increase the capacity of 
the same infrastructure. Similarly, in 
the port sector, need for additional 
berth capacity can be reduced through 
more efficient practices which can in- 
crease the throughput of existing and 
planned container berths. Most of the 
work in Indian ports is done manually 
and the use of Information Technology 
(IT) is minimal. Electronic data inter- 
change use is minimal and the resulting 
information bottleneck is estimated to 
be about 40% of the documentation de- 
lays. This impacts clearance of contain- 


ers in and out of the port and so reduces 
the capacity of the port to below its opti- 
mal levels. 

The third area of importance is to 
ensure seamless integration of the dif- 
ferent physical infrastructure sectors во 
that the sum of the whole is greater 
than the sum of its parts. ГЇЇ illustrate 
this effect with an example from the 
transport sector. Historically the differ- 
ent transport infrastructure projects, 
i.e., road, rail, ports and airports, were 
planned and built as standalone dis- 
crete projects and the nation enjoyed 
the economic benefits of these projects. 
However, seamless integration of the 
different transport modes can increase 
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achieved by the respective modes. For 
example, good road and rail connectiv- 
ity to ports ensures efficient clearance 
of goods from ports and thus increases 
the capacity of the existing port infra- 
structure facilities. 


What can India learn in terms of 
infrastructure spending from 
other developing countries like 
China? 

Well, each country is unique and I would 
not want to be in the position of drawing 
comparisons between India and China. 
What is obvious though is that China 
has invested massively in infrastruc- 
ture in the last 15-20 years. For in- 
stance, in the period 1992-2002, China 
invested $85 bn in its railways, laying 
13,000 km of new track and doubling 
another 9,000 km of track. By contrast, 
Indian Railways invested $17 bn in the 
same period, laying 600 km of new track 


mill 
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and doubling another 1,500 km. The net 
result is that the Chinese railway sys- 
tem carries 4.5 times more freight than 
the Indian railways. The same story is 
found in other infrastructure sectors— 
roads, ports, and power. 

The increase in the Chinese physi- 
cal infrastructure capital stock is surely 
one of the main factors behind the rapid 
rise of China as the workshop of the 
world. This not only generates revenue 
that the government can use for socia 
development but also generates em 
ployment opportunities for its people 
India too needs to generate employmen 
opportunities for its people, and manu 
facturing is one of the best sectors fo: 
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ities of the Indian economic scenario is 
ye relatively low share of India in the 
league tables of the world's leading 
manufacturing exporters. Taking 
manufactures as a whole, World Trade 
Organization figures show that in 2005, 
India's share in the world trade of 
manufactures was less than 1%; 
China's share was almost 10%. In addi- 
tion to China, Hong Kong SAR, Taipei 
China, Korea, Mexico, Thailand and 
Malaysia all had a higher share in the 
world exports of manufactured goods. 
The comparatively low share of India in 
the world export of manufactured goods 
is reflected in its low share of manufac- 
4 turing value addition in GDP, compared 
'to countries in East and South-East 
Asia. In India the figure is 15.9%, com- 
pared with 35% in China, 34.5% in 
Thailand, and 31.4% in Malaysia. As 
you know, East and South-East Asian 
countries have been investing heavily in 
infrastructure in the last 2-3 decades. 
Fortunately, the Indian Govern- 
ment is very aware of the importance of 
world-class infrastructure for the devel- 
opment of the country's manufacturing 
sector. In fact, the 11^ Plan explicitly 
identifies the inadequacies of the 
country's physical infrastructure as a 
reason for the comparatively low share 
of the manufacturing industry in the 
world league of manufacturing exports. 
' The Plan document recognizes that 
/ problems related to availability and 
quality of electric power as well as 
roads, railways, ports and airports have 
had a significant negative impact on the 
development of the manufacturing sec- 
tor in India. 


Would India be able to sustain its 
growth rate with the current rate 
of spending on infrastructure? 
In the FY 2005-06, the Government de- 
voted 5% of GDP to infrastructure 
spending. The government's target is to 
achieve an average 9% economic growth 
during the 11" Plan period. To achieve 
this target, the government plans to 
spend an average of 9% of GDP annually 
\ on infrastructure. So the question is 
whether spending 9% of СОР annually 
on infrastructure will suffice to achieve 
a 9% annual increase in GDP growth. 
_ This is not an easy question because the 


spending and economic growth is not a 
straightforward input-output relation- 
ship. There is also a time lag between 
increasing the stock of infrastructure 
and the economic growth that it facili- 
tates. The experience of many other de- 
veloping countries, particularly in East 
and South-East Asia, suggests that 
gross capital formation in infrastruc- 
ture needs to be in the region of 1196 of 
GDP to achieve a growth rate of 9%. 
However, it is also not clear whether 
there has been an over investment in 
infrastructure in those countries. 

We also need to bear in mind that 
infrastructure is a facilitator of eco- 
nomic growth and not a creator of eco- 
nomic growth in itself. Manufacturing, 
agriculture, and mining are the activi- 
ties that create economic growth, while 
infrastructure is a necessary although 
not a sufficient condition for these eco- 
nomic activities to take place. Hence, a 
key factor in judging whether a particu- 
lar level of infrastructure spending is 
adequate is to assess how efficiently a 
particular unit of infrastructure is be- 
ing used to support these economic ac- 
tivities. As we discussed earlier, there 
is significant room to improve the effi- 
ciency of utilization of infrastructure in 
India. Then we also need to consider the 
reality that one cannot increase gross 
capital formation in infrastructure 
from 546 of GDP to 11% within 5 years 
considering the needs of all sectors. 
Bearing these factors in mind, the 
government's macroeconomic plan to 
devote 9% of GDP to infrastructure 
seems reasonable and should be suffi- 
cient to achieve the growth rate, pro- 
vided the efficiency of utilization of the 
infrastructure created is enhanced. 


What are the major challenges 
before the Indian Government in 
the infrastructure sector? 

Well, firstly there is the issue of effi- 
cient project implementation. India has 
several examples of excellent project 
management. The Delhi Metro is a case 
in point, where a major infrastructure 


project has been and is being very effi- 


ciently implemented. The government 
needs to be able to make such cases the 
norm and not just the exception in 
project implementation. All stages of 


design, procurement, pre-construction 
activities, construction and commis- 
sioning, need to be done professionally 
to ensure that the funds devoted to in- 
frastructure are efficiently utilized. 
This is a question of ensuring that the 
respective implementing agencies have 
the right capacity and skill mix to 
implement major and complex infra- 
structure projects and programs. 

The second issue is preserving the 
sustainability of the infrastructure as- 
set. It is not enough to devote funds to 
create an infrastructure asset. We also 
need to ensure that there are sufficient 
funds to maintain the asset and to ac- 
count for depreciation to replace the as- 
set when due. For example, in the road 
sector, adequate maintenance is neces- 
sary to maintain adequate riding qual- 
ity and ensure that capacity does not 
deteriorate over time. One issue here is 
the shortage of funds. It has been esti- 
mated that the National Highway net- 
work gets only 40% of the funds re- 
quired for adequate maintenance, 
whether from toll collection or the gov- 
ernment budget. Although the Central 
Road Fund Act states clearly that, 
among others, the fund is meant for de- 
velopment and maintenance of the na- 
tional highway network, in practice the 
proceeds from this fund allocated to the 
National Highway sector have all been 
used for development rather than main- 
tenance. The situation is the same for 
state and rural roads which also face the 
problem of lack of resources. For rural 
roads constructed under the PMGSY 
scheme, there is a provision for mainte- 
nance for five years following the comple- 
tion of a project. However the long-term 
issue of maintenance has not really been 
addressed. In addition to the funds 
shortage, poor working practices mean - 
that the funds allocated are not used op- - 
timally. In many states maintenance 
work is done departmentally with an 
overly large proportion of the allocation 
being spent on labor costs rather than on 
actual maintenance work. 4 

Then there is the issue of coping 
with emerging trends. Currently, India 
is on average one of the least url d 
countries in the world, with only about 
28% of the population living in urban - 






areas. However, as Indian economy — 
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an increasingly important factor in есо- 
nomic growth, the rate of urbanization 
will increase as is seen in most other 
countries. This phenomenon will give 
rise to tremendous pressure on the ur- 
ban civic infrastructure, such as water 
supply, sewerage and drainage, solid 
waste collection and disposal and urban 
transport. How to cope with this strain 
will be the primary challenge to the next 
generation of city managers and plan- 
ners. New modes of delivery and financ- 
ing will be needed to provide the addi- 
tional urban infrastructure required. In 
particular, the growth of urban transport 
infrastructure has not kept pace with the 
demand. The problems of urban trans- 
port congestion and its consequences 
will pose a severe constraint to the qual- 
ity of life in urban areas. Integrated ur- 
ban transport solutions will be needed to 
expand the capacity of the urban trans- 
port infrastructure. 


What is the role of ADB in India's 
infrastructure development 
program? 
Our role is supportive of the 
government's initiatives in the field of 
infrastructure development. ADB pro- 
vides two types of assistance—loans to 
finance infrastructure projects and 
technical assistance grants to carry out 
project feasibility studies as well as for 
capacity development of government 
agencies. Our country programming ten- 
tatively envisages total ADB assistance 
to India for the period 2009-2011 to be 
$7.8 bn, i.e., an average of $2.6 bn per 
year. At this rate, ADB’s financing over 
five years will be $13 bn. АРВ financ- 
ing would therefore cover 2.6% of India’s 
infrastructure resource requirements. 
The value addition that ADB financing 
generates for India is however much 
Our value addition comes from in- 
troducing best practices in ADB-fi- 
nanced projects, practices that the 
implementing agencies can use when 
they are implementing other projects fi- 
nanced from other sources. Let me illus- 
trate this point with some concrete ex- 
amples of past ADB-financed projects. 
In the energy sector, we financed the 
Gujarat Power Sector Development 
Program with two loans, i.e., one for 


addition, we also provided three techni- 
cal assistance grants to build up sector 
capacity. The project loans and the tech- 
nical assistance achieved significant 
success. These supported the state in 
carrying out legislative and fiscal re- 
forms such as the enactment of the 
Gujarat Electricity Act and the Anti- 
Theft Act. They supported the state to 
improve the institutional and regula- 
tory sector such as the unbundling of the 
Gujarat Electricity Board and estab- 
lishment of the Gujarat Electricity 
Commission. They enabled the state to 
construct 700 km of transmission lines 
and 7000 km of distribution lines. They 
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enabled the introduction of remote me- 
tering. These in turn enabled Gujarat to 
meet the peak-hour demand of 9000 
MW in 2008, compared to only 6,700 
MW before the project started in 2002. 
Gujarat became the first state to attract 
private sector participation in the elec- 
tricity transmission sector and is now on 
the way to meet the 11" Plan of avail- 
ability of power on demand by 2012. 
Similarly, in the state road sector, 
our first assistance was to Madhya 
Pradesh with a loan of $180 mn. ADB 
assistance under this loan was crucial 
to the establishment of the Madhya 
Pradesh State Road Development Cor- 
poration, which was tasked with imple- 
menting the road project. ADB financ- 
ing supported the development of the 
fully functional business processes in 
the MPRDC, including computerized fi- 
nancial management and accounting 
systems, planning, programming and 
budgeting systems for road manage- 
ment, road asset management and in- 
formation systems, and procurement 
systems. MPRDC staff gained project 
management experience through super- 
vising the rehabilitation of 3,200 km of 
the State Highway network. The 
MPRDC was so successful that it has 
been highlighted in the 11^ Plan docu- 
ment for its innovativeness in upgrad- 
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For РРР to be successful, the government needs 
a clear framework for partnerships that covers all 
phases of a project's life cycle and ensures a 
solid stream of potential projects. 


Central Government's viability gap 
fund. This is what we mean when we say 
that the value addition played by ADB 
is much more than just the financial re- 
sources that we provide. 

The government agencies imple- 
menting ADB-financed projects learn 
international best practices, which they 
can then apply to projects financed by 
other sources. There is no doubt that 
such learning takes place. Five years 
ago, it took government agencies an av- 
erage of four years to award 25% of con- 
tracts in a given ADB-financed project. 
Nowadays, it takes just one year to do 
so. Projects are therefore being imple- 





mented faster. This shows that with ex- 
perience, government agencies can im- 
prove their performance. 

As the infrastructure needs of the 
country evolve, ADB’s assistance will 
evolve with it. We have taken note that 
the government is now seriously pro- 
moting private sector participation in 
infrastructure. In fact, the 11% Plan ex- 
pects that on average 30% of the infra- 
structure investment will be financed 
by the private sector. Hence the PPF 
mode of implementation is increas- 
ingly important in India. However, fo: 
PPP to be successful, the government 
needs a clear framework for partner 
ships that covers all phases of ғ 
project's life cycle and ensures a solic 
stream of potential projects. This is ғ 
complex process as the PPP mode foi 
financing infrastructure is relatively 
new in India. Lack of clarity about out 
comes, inadequate government capac 
ity to manage the process, and ar 
overly narrow transaction focus аге 
some of the potential pitfalls when us 
ing PPP. This is why ADB is providing 
several technical assistance grants, to 
taling $7 mn, to help build the require 
capacity in government agencies Бой 
at the state and the central levels t 
design and implement PPP modalitie 
for infrastructure.m 


— ^ is мет AAAA Y 44 Г\ 


xplain to Dad about 
riental Bank's Online Edu Loan. 
e'll thank you for it. Б. 


Dese 


ORI 


DRY 


presents 


rpo 


Sa ры Satie, = 

ке - esi us 
E p 
== x " J s 
Е E : CAE S NET 2 
[Г] у вит: ab. EN 
3 z h Icy | g 
n Ine u oan | -p | 
К 
= = " - -— - Ti 
——Ó сы ШШДЕ эйс SESS үн) " TES 





Now apply for an education loan online at Oriental Bank's website http://www.obcindia.co.in. With remarkably quicker 
processing, you can check the status of your online loan application from the cyber receipt reference number provided at the 
time of online submission. It's that easy! 


Happy? So, if you are planning on a loan for higher education for studies in India or abroad, you know where to apply. And how. 


For details contact our nearest branch or log on to www.obcindia.co.in or call our toll free no.1800-180-1235 or 0124-2340940 
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Banking Sector Reforms 


What Lies Ahead? 





The major objective of reform should be to take the banking system to a 
greater degree of preparedness and align financial policies so as to place 
greater emphasis on strengthening the sector further without stifling the 
initiative for innovation. 


— Madhavankutty б 
Economist, Andhra Bank, Hyderabad 





omas Friedman in his master- 

piece, The World is Flat, visual- 

izes a situation where the evolv- 

ing nuances of globalization and inno- 
vation continue to ‘flatten’ the world. 
In a flat world, the aspiring middle 
class of even nascent developing coun- 
tries will attain a critical mass and 
demand a wide gamut of services to 
meet their financial needs. It seems 
the textbook case of ‘perfect competi- 
tion’ will sooner, rather than later, be 
a reality, with firms (here banks) be- 
ing ‘price takers’ and a shift in the bal- 
ance ot power from financial service 
providers to the customers, with the 
latter pitting the banks against each 
other in real-time. А key characteris- 
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sence of barriers to entry, creating ex- 
treme competition. Hence, the ability 
of financial institutions to usher in 
product differentiation becomes the 
key which confers a competitive edge 
over others. It is in this context that 
the concept of reforms in the banking 
sector assumes importance. Since 
banks still dominate the financial 
landscape and perform the onerous 
function of channelizing savings mobi- 
lized from the public into productive 
investments, the nature and scope of 
future reforms in the banking sector 
assume significance. 


Consolidation and competition 
The financial services industry, particu- 


gone significant transformation all over 
the world since the early 1980s under 
the impact of technological advances, 
deregulation and globalization. The 
new global financial architecture, fa- 
mously christened the 'Liberalization, 
Privatization, Globalization’ (LPG) 
paradigm of the early 1990s, saw more 
changes. An important fallout of this 
structural change has been the consoli- 
dation in the banking sector, which saw 
many banks being merged, amalgam- 
ated or restructured. Although the pro- 
cess of consolidation began in the 
1980s, the process gathered momen- 
tum from 1990 onwards in response to 
pressures on the macroeconomic front 
and banking crises which forced the in- 
dustry to alter its business strategies. 
The pressures manifested itself in the 
form of decline in bank spreads, and con- 
sequently, profitability. In order to miti- 
gate the effects of such negative shocks, 
and to reap the benefits of economies of 
scale and scope, there were mergers be- 
tween banks and between banks and 
non-banks. In the case of emerging mar- 
ket economies, mergers and amalgam- 
ations have often been driven by the 
state in order to restructure the banking 
systems following a crisis. 

The Indian banking sector has not 
remained insulated from the global 
forces driving M&As across the coun- 
tries. In fact, M&As in the Indian bank- 
ing sector was there even before inde- 
pendence. The nature of mergers, how- 
ever, was different during the post-re- 
form period of the 1990s and before. 
However, economic reforms introduced 
in the early 1990s brought out a com- 
prehensive change in the business 
strategy of banks, whereby they re- 
sorted to mergers and amalgamations 
to enhance size and efficiency to gain 
competitive strength. 


Indian scenario 


witnessed certain visible structural 
changes in the post-liberalization pe- 

iod. One of the important changes that 
took place is the dilution of government 
equity in public sector banks, apart 
from mergers/amalgamations and en- 
try of new private and foreign banks. Of 
the 28 public sector banks, 22 banks 
have raised capital from the market. In 
three banks, the government equity 
holding has come down to about 51%. 
The changes in the ownership structure 
along with consolidation and entry of 
private and foreign banks are expected 
to have an impact on the overall compe- 
tition in the banking sector (Report on 

\ Currency and Finance, RBI). 

However, a host of widely used indi- 
cators suggest that despite a number of 
bank M&As, the Indian banking sys- 
tem has become less concentrated dur- 
ing the post-reform period. On the basis 
of asset size, the concentration ratio de- 
clined substantially from 51.4% in 
1991-92 to 44.5% in 1998-99 and fur- 
ther to 39.9% in 2006-07. This was due 
to the reason that bank mergers took 
place mostly among the small banks 
having little impact on market struc- 
ture indicators. Besides, several new 
private and foreign banks were also set 
up, which further enhanced competi- 
tion. This gives credence to the fact that 

| in India, the competition in the banking 
j sector is high post liberalization. A cor- 
. ollary to this finding is that if banking 
sector is further opened up in 2009, the 
pressures of competition will intensify 
and put further strain on the bottom 
lines of existing banks. 

As mentioned earlier, there have 
been some mergers and amalgam- 
ations in the Indian banking industry in 
recent years. Despite this, however, 
competition in the banking sector has 
increased since mergers mostly in- 
volved smaller banks. At present, of 
the 15 largest banks, 13 are in the pub- 
lic sector in which the holding of the 
Central Government cannot be less 
than 51%. This also ensures that there 

is no threat to competition. However, 
Mioing forward, the scenario could 
change. The government may have to 
allow PSBs to raise capital from the 
market commensurate with their 
changing business profiles. Moreover, 


into our domestic space is due for re- 
view in 2009, which would enhance 
competitive pressures. These develop- 
ments need to be monitored carefully 
and steps taken to ensure that com- 
petitive pressures in the banking sys- 
tem are maintained without sacrific- 
ing overall banking efficiency. 


Resource mobilization 

Mobilization of resources is a key chal- 
lenge facing the banking sector. The cur- 
rent phase of high growth of Indian 
economy has been facilitated by an in- 
crease in the household gross financial 
saving rate, which, in turn, has been led 
by aggressive mobilization of deposits 
by the banks. It is observed that the in- 
crease in the growth rates of real GDP 
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from 5.8% during 1992-93 to 2002-03 to 
8.8% during 2003-04 to 2006-07 was 
supported by the household gross sav- 
ing rate increasing from 12.1% of СОР 
to 15.6%. Over the same period, the ra- 
tio of bank deposits to household gross 
financial savings increased from 36.796 
to 44.0%. A sensitivity analysis based 
on these trends shows that raising real 
GDP growth by one percentage point 
would require 1.2 percentage point in- 
crease in the household gross financial 
saving rate in the current phase of eco- 
nomic growth (Report on Currency and 
Finance). This, in turn, would require 
the ratio of bank deposits to gross fi- 
nancial savings to grow by 2.5 percent- 
age point. In the light ofthe growing re- 
source requirements for sustaining the 
high growth momentum of the Indian 
economy, banks would have to reassess 
their traditional strategies of resource 
mobilization, including from the rural 
sector. 

Reforms ushered in recent times of- 
fer banks lot of headroom to raise vari- 
ous non-deposit resources as well. In- 
struments like Hybrid Capital, Per- 
petual Debt Instruments, Subordi- 





Mobilization of resources is a key challenge 
facing the banking sector. 


Banking Sector Reforms 


the nature of borrowings, and hence too 
much reliance on them may directly im- 
pact the profit and loss accounts of the 
banks. In case banks resort to such bor- 
rowings, they also need to adopt appro- 
priate internal risk management strat- 
egies. While the increased flexibility 
given to banks in India in recent years 
opens up new opportunities for raising 
resources, the creation of associated 
risks would demand appropriate man- 
agement of their liabilities through 
minimizing costs along with mitigation 
of risks arising from adverse movement 
in interest rates and exchange rates. 
Stress testing and sensitivity analysis 
would immensely help in measuring 
the extent to which a future macroeco- 
nomic shock would dent the profitabil- 
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ity of banks, thus helping to put in place 
appropriate risk management strate- 
gies. Banks need to regularly review 
their business strategies so that they 
are in a position to combine longer term 
viable financing with profitability in op- 
erations. 





Managing capital and risk 

With the advent of Basel II guidelines, 
shoring up the capital base of banks in 
tune with the expanding business has 
become inevitable. Banks with interna- 
tional presence have to comply with 
Basel II guidelines by March 31, 2008, 
while others have to be compliant by 
March 2009. For state-owned banks, 
raising adequate capital becomes chal- 
lenging since government shareholding 
cannot go below 51%. 

In the light of recent financial market 
turbulence, the importance of imple- 
menting Basel II capital framework as 
well as strengthening supervision and 
risk management practices for improv- 
ing the robustness of valuation practices 
and market transparency for complex 
and less liquid products have assumed 
greater significance. Moreover, it has 
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stitutions at the center of the financial 
system operating on safe and sound risk 
management practices. The Basel II 
framework plays an important role in 
this respect by ensuring the resilience of 
these institutions through a sound glo- 
bal capital adequacy standard. Putting 
in place such frameworks also offer other 
benefits which include greater opera- 
tional efficiencies, better capital alloca- 
tion and greater shareholder value 
through the use of improved risk models 
and reporting capabilities. 

The Basel II framework, however, 
suffers from several limitations, espe- 
cially from the angle of implementation 
in emerging economies. Compared to 
Basel I, Basel П is considered to be highly 
complex, making its understanding and 
implementation a challenge to both the 


A series of banking crises that occurred in the last 
two decades around the world have shown that 
they have systemic and disruptive effects on the 
financial system as well as the real economy. 


regulators and the regulated entities. 
The advanced Basel II risk-modeling ap- 
proaches have the potential to better 
align capital with risk. However, the ad- 
vanced approaches themselves are not 
without limitations, and realizing the 
benefits of these approaches will depend 
on (i) the adequacy of bank's internal pro- 
cesses and supervisory review surround- 
ing the development and maintenance of 
models; (ii) the sufficiency of credit de- 
fault and operational loss event data 
used as inputs to the regulatory and 
bank models that determine capital re- 
quirements; and (iii) regulators' atten- 
tion to the appropriate level of risk- 
based capital. Hence, these limitations 
have to 5e kept in mind while optimizing 
the benefits from implementing the new 
framework. 


Regulatory challenges 

Effective supervision and regulation of 
banking are fraught with challenges, es- 
pecially in the modern globalized world, 
where there is unfettered entry of vari- 
ous banxs. Complex institutional struc- 
tures апа diversifying spheres of activ- 
ity pose more challenges. Moreover, 


has the potential to be transmitted 
across the globe, as evidenced by the 
subprime crisis, which had potential 
destabilizing effects on many financial 
markets across the globe. Hence, it is a 
sine qua non for regulators to be fully 
aware of these developments and be 
vigilant to the changes taking place in 
the financial system. 

In recent years, a new thinking has 
emerged on several aspects of regula- 
tion and supervision. А major challenge 
faced by the regulators all over the 
world is to design an appropriate regu- 
latory structure that takes care of the 
rapidly changing financial landscape. 
Some countries have adopted a single 
regulator approach to mirror the 
changes in the corporate structure. A 
series of banking crises that occurred in 
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the last two decades around the world 
have also shown that banking crises 
have systemic and disruptive effects on 
the financial system as well as the real 
economy. The fact that the economies 
have become more dependent on the fi- 
nancial system implies that, if the fi- 
nancial system malfunctions, the ad- 
verse consequences are likely to be more 
severe. The past decade or so has pro- 
vided ample evidence of the costs of fi- 
nancial instability. 

To lessen the likelihood of a banking 
crisis and the vulnerability of an 
economy, almost all the countries in the 
world have regulated banks by restrict- 
ing their activities and entry, imposing 
capital adequacy requirements, and su- 
pervising their operations and manage- 
ment. Most countries have explicit or 
implicit deposit insurance in place, in- 
cluding schemes for bailouts, of insol- 
vent banks. 

In India, the Reserve Bank of India 
(RBD has the roles of monetary policy 
management, debt management for the 
government as well as that of a banking 
regulator. There is a view gaining ground 
that the RBI should be confined to a 


ensure more efficiency as well as due to 
the complexities emanating from the 
modern global finance. New challenges 
keep emerging following the fast pace ol 
financial sector developments. Going for- 
ward, the RBI faces several challenges 
These would be to (1) find appropriate 
mechanism to regulate the financial con: 
glomerates; (ii) evolve mechanism foi 
cross-country cooperation for resolving 
issues arising from growing cross-border 
operations of banks; and (iii) build safe- 
guards against risks arising out of rap- 
idly growing electronic banking. These 
challenges could be met by initiating ap- 
propriate measures. 

An efficient and sound banking sys 
tem plays a vital role in promoting eco: 
nomic growth, intermediating financia 
flows, supporting the payment system 
and in the conduct of monetary policy 
Banks ought to increase their effective. 
ness in dealing with problems of ‘infor 
mation asymmetries’ in lending and the 
problems of moral hazard behavior о: 
borrowers. An efficient functioning of the 
banking sector results in enormous ben 
efits in terms of more efficient allocatior 
of resources. Banks have played an im 
portant role in the economic develop 
ment of some developed countries anc 
most emerging market economies, in 
cluding India. Apart from financings 
growth, the banking system is the chan 
nel through which monetary policy im 
pulses are transmitted to the rest of the 
financial system and ultimately the rea 
economy. 

The major objective of reforn 
should be to take the banking system t 
a greater degree of preparedness an 
align financial policies so as to plac 
greater emphasis on strengthening thi 
sector further without stifling the ini 
tiative for innovation. The continuou: 
refinement and strengthening of th: 
regulatory and supervisory frameworl 
in accordance with the evolving condi 
tions would be imperative. Beside 
strengthening of all categories of banks 
improved credit delivery, conduciv: 
credit culture, customer service and fi 
nancial inclusion would also need to b 
placed prominently in the future polic 
agenda for the comprehensive develop 
ment of the Indian banking sector.» 
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Banks in Carbon Financing 


Cashing in on Carbon 








A host of domestic banks rush in to capitalize on the high-risk, high-return 
carbon financing trade. 





he growing sense of urgency 

among countries worldwide to 

combat the impending cata- 
strophic effects of global warming has 
paved the way for the birth and growth 
of a multimillion dollar international 
market for carbon emission trading of 
buying and selling Greenhouse Gases 
(GHGs). As a non-Annex I country with 
approximately 12% market share in 
the total number of contracts signed so 
far in the world market, India has 
bright scope as its carbon market is 
largely driven by Clear Development 
Mechanism (CDM) opportunity. The 
Federation of Indian Chambers of 
Commerce and Industry (FICCI) ex- 
pects Indian companies to earn $4 bn 
through carbon credit sales in the near 
future. The consulting firm Ernst & 
Young has reported that since its take- 
off nearly two years ago in India, do- 


mestic companies have earned close to 
PENN —— Lun. Ц aunt anlaa Ån- 


cording to the World Bank India News- 
letter (January 2008), carbon market 
is the fastest growing market in the 
world. The volume of carbon credits 
traded by developing nations doubled 
between 2003 and 2004 and tripled be- 
tween 2004 and 2005. In 2006 alone, 
global carbon transactions worth $30 
bn were conducted. 


What is carbon financing? 

Carbon financing is the term used for 
carbon credits to help finance GHG re- 
duction projects where industrialized 
countries can make up for their carbon 
reducing obligations under Kyoto (in- 
dustrialized countries collectively 
agreed to reduce GHG emissions by 5% 
by 2012 compared with 1990 levels) 
through purchase of emission reduc- 
tion credits from projects in developing 
countries. Carbon trade offers double 
benefits: first, encouraging companies 
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by penalizing those who do not adhere 
to Kyoto norms and rewarding those 
who conform; and, second, making 
available the investment and exper- 
tise of low-carbon technologies to poor 
countries, though many of the poorest 
countries are yet to reap the benefits. 

Under Kyoto Protocol, governments 
are separated into two general catego: 
ries: developed countries, referred to as 
Annex I countries which have GHG 
emission reduction obligations and de- 
veloping countries, referred to as non: 
Annex I countries which have no GHC 
emission reduction obligations bui 
may participate in the CDM. Failure 
on the part of any Annex I country ti 
meet its Kyoto obligation will incur pe 
nalization resulting in submission о 
1.3 emission allowances in a seconc 
commitment period for every ton о 
GHG emissions in excess of cap in the 
first commitment period (2008-2012) 
Annex I countries can purchase GHC 
emission reductions from financial ex 
changes, from CDM projects of non 
Annex I economies, from other Annex. 
countries under the Joint Implemen 
tation (JI) or from Annex I countrie: 
with excess allowances. When non 
Annex I countries with no GHG emis 
sion restrictions undertake СНС 
emission reduction projects unde 
CDM they receive carbon credit: 
which can then be traded/exchanget 
with Annex I countries in the work 
market. Both the Annex I and non-An 
nex I economies have established des 
ignated National Authorities to man 
age their GHG portfolios under Kyoto 
actively promoting government car 
bon funds and working closely witl 
their major utility, energy, oil and gas 
and chemical conglomerates to ac 
quire GHG certificates. 


Banks enter the fray 
Domestic banks such as ICICI, IDB] 
HDFC and SBI are gearing up to ta 
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Banks in Carbon Financing 


“The market is expected to grow manifold in the next few years. This offers huge 
opportunities for the banks to provide carbon finance." 


Carbon financing is viewed as a lucrative product 
by leading banks such as ICICI, IDBI, HDFC, SBI, 
etc. What are its growth prospects? 

BK Batra: The global carbon market was 
estimated at $74 bn in 2007 of which CDM 
market accounted for almost 10%, with 
India’s share being about 25%. The market 
is expected to grow manifold in the next few 
years. This offers huge opportunities for the 
banks like IDBI Bank to provide carbon fi- 
nance. 

Sanjeev Mantri: With the growing aware- 
ness and emphasis on the threats to envi- 
ronment from global warming, there is a lot 
of discussion and action being seen both do- 
mestically and internationally in terms of 
government policies and corporate actions to: (i) Control 
greenhouse gas emissions; and/or (ii) Set up renewable en- 
ergy projects. This is being fueled by financial instruments 
such as carbon credits that provide a mechanism to promote 
such projects. In India, we now have a lot of clients approach- 
ing us for financing renewable energy projects owing to the 
triple benefits of accelerated tax depreciation, power sales 
through long-term power purchase agreements and carbon 
credit revenues. So far this was more tilted towards wind 


P financing, but now a good number of companies have 


plans to foray into solar cell and panel manufacturing with a 
view to developing domestic market and also exporting 
them to countries like Spain, Germany, Italy, US as there 
are favorable government policies in these countries to 
incentivize such projects. Besides this, there are a large 
number of corporates, both large and small, that have either 
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identified or are in the process of identify- 
ing measures to control emissions from 
their manufacturing operations. Such 
projects may require investments, and 
SMEs typically would need bank financing 
for the same. Thus, we see good growth 
prospects in carbon financing space. 
Somak Ghosh: YES BANK Limited is cog- 
nizant of the massive potential in the car- 
bon trading arena and has set up a special- 
ized desk to offer carbon financing for 
Clean Development Mechanism (CDM) 
projects. India produces the largest num- 
ber of CDM projects, followed by China. As 
an Annex II country, India has generated 
US$3.5 bn in carbon revenue since 2001, 
according to the National CDM Authority, Ministry of Envi- 
ronment and Forests, Government of India. This implies sig- 
nificant opportunity for Indian banks. 

This opportunity is bounded by limitations imposed by 

the lack of clear accounting guidelines. Carbon financing is a 
groundbreaking concept, and by and large banks are still 
learning how to judge risk and therefore determine financing 
structures. 
Timothy Patrick: The growth prospects of the CDM as a 
financial product are mixed, mostly due to regulatory uncer- 
tainty in the post-Kyoto period or Phase III. While the CDM 
will continue to play a role in meeting future compliance 
obligations, the CDM will likely be different. 

This difference is already apparent in the EU where 
supplementary limit for CER integration has been allocated 
on a country-by-country basis as opposed to the entire EU 


this new high-risk and high-reward 
business of carbon financing, where the 
margins are quite lucrative in the 
range of 1-396, higher than for other 
projects. Citing the nature of deals as 
one of the reasons for the growing op- 
portunity in carbon financing, K Uma 
Maheshwaran of Carbon Procurement 
Unit, GTZ International Services, 


“said, “In China, European companies 


buying carbon credit enter into agree- 
ment at the beginning of the project 
and also provide finance for project de- 
velopment. But in India, since the 
nroiect size is small. manv companies 


are seeking finance from financial 
institutions." 

The global carbon trading market 
is unique in the sense that the sellers 
are from India or other developing na- 
tions, while the buyers are from indus- 
trialized countries. The objectives of 
both the parties are quite contrary; 
while buyers want carbon credits at 
cheaper rates, sellers want to maxi- 
mize the value. Being unknown to each 
other, they will be carrying precon- 
ceived notions and misgivings about 
the genuineness of the contract. This is 
where banks have a pivotal role to 


play—act as financiers of emission re- 
duction projects and bring together 
buyers and sellers on a common plat- 
form through credit mechanisms. Let- 
ter of Credit (L/C) is one such financing 
mechanism, where a buyer guarantees 
payment through his banker for goods 
received from the seller. L/C is an as- 
surance to the seller that he will re- 
ceive the payment and the same can be 
availed through an escrow account 
with the bank. This apart, carbon de- 
livery guarantee is another mecha- 
nism through which banks provide 
guarantee to the buvers of carbon cred- 


Banking 
n viue О a ы CERT CREDEREM UE CERO a RE QA ее. 


bubble. Other differences will likely address the geographi- 

cal disparity of the CDM— possibly via a quota system as to 

the number of CERs which a country can generate; and place 

a renewed emphasis on technology transfer, social co-ben- 

efits апа bilateral projects. These restrictions will make 

CERs marginally less competitive against EUAs and ERUs. 
This will affect the market in a couple of ways. The first 

is that it will drive up prices. The second is that it will lower 

demand. Demand in this market is driven 
by the availability of emissions reduction 
credits below the marginal cost of abate- 
ment. Once these costs begin to converge, 

ERCs become less attractive, as they are a 

recurring cost, and permanent facility re- 

ductions become more attractive. 

Scenario: 

* Achange in the structure of the Phase 
Ш CDM requirements—more empha- 
sis on the transfer of technology to de- 
veloping countries and a possible quota 
on the number of CERs allowed into the 





Sanjeev Mantri: Carbon financing carries a large number 
of risks at various stages of the project cycle. There are op- 
erational risks, carbon credit price risk, default risk on the 
part of the parties involved, project registration risk, execu- 
tion risk, policy risk, etc. Financing a project that has the 
potential to earn carbon credits has varying degrees of risk 
depending on the stage at which you finance such a project. 
Thus, such a financing is quite challenging, more so in the 
case of clients that do not have a strong bal- 
ance sheet to support the project. The re- 
turns can be good if a bank is present 
across the complete cycle of such projects, 
right from financing to CDM registration 
and finally trading of the issued carbon 
credits. 

Somak Ghosh: From a risk standpoint, 
banks have to create financing mecha- 
nisms factoring in the unique risks pre- 
sented by CDM projects, which include 
country risk and projects receiving neces- 
sary approvals from the Designated Na- 


Somak Ghosh 
system on a per country basis. Group President, Corporate Finance tional Authority (DNA); process risks in 
* The disappearance of easy projects & Development Banking terms of the complex CDM EB registration 


causing the price of emission reductions 
made in developing countries and re- 
duction projects done in industrialized countries to con- 
verge. 

* And a change in the way the supplementary limit (the 
percentage of CERs allowed into the system) is allocated 
in the EU system. 


How do you view the risk-reward tradeoff for banks in India? 

BK Batra: Carbon credit financing has some unique risks 
like registration risk, generation risk, market risk, regula- 
tory risk and counterparty default risk, which are different 
from the normal term loan or working capital financing tra- 
ditionally being done by Indian lenders. However, these 
risks cen be mitigated by proper structuring. IDBI Bank has 
acquired expertise in this area over the past couple of years. 
As with any business, returns are commensurate with risks, 
if produc: is properly structured. 
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process; and risks associated with the cred- 
itworthiness of the Project Developers 
(PD). There are several project-specific risks— 
underperformance, capital/operational costs overrun, cur- 
rency risks caused by inflation, and market risks, such as 
the insolvency of a counterparty. 

In terms of rewards, banks can earn additional revenue 
from financing CDM projects, assisting with CER sales, and 
working with international carbon brokers/funds. 

YES BANK has set up a specialized carbon finance desk to 


take advantage of opportunities presented by the Indian CDM | 
market, while keeping with our sustainability mandate and | 


efforts to become more green. Our Carbon Finance Group 
(CFG) offers project assistance from the conceptualization 
stage through CDM ЕВ registration, as well as offering financ- 
ing options and assistance with CER sales. 

Timothy Patrick: Even though there are a large number of 
projects in India, financial institutions were slow to em- 


its that the same will be delivered by 
sellers as per the terms of the contract 
(quantity, delivery schedule, etc.) This 
enables buyers and sellers to enter 
into lorg-term future contracts. Banks 
can thus tap the investment potential 
of receiving huge amounts by way of 
advances to these projects from over- 
seas buyers. 

Apart from financing CDM projects 
and providing loans against carbon 
credit receivables, banks offer a single 
point delivery of services such as advi- 
sory services, value-added products 
like securitization of carbon credit re- 


ceivables, delivery guarantees, escrow 
mechanism, etc., to their customers. 
Many banks have joined the carbon 
credit bandwagon; for instance, SBI in 
September 2007 entered into MoUs 
with MITCON Consultancy Services 
Ltd., Ecosecurities India Private Ltd., 
and Cantor CO2e India Private Ltd. to 
provide one-stop destination to indus- 
tries for CDM projects and emissions 
trade. It has also recently entered into 
an MoU with KFW (a German firm) 
carbon fund for jointly exploring fi- 
nancing of sustainable CDM opportu- 
nities in various development and in- 


dustrial sectors. The bank has also 
cleared one such loan valued at Rs 8 cr, 
against the receivable to a biomass- 
based power plant in Indore. Also in 
the offing are 3-4 such loans pending 
clearance which will be considered once 
they complete purchase agreement for- 
malities with their buyers. 

ICICI Bank has signed a $200 mn 
line of credit from Japan Bank for In- 
ternational Cooperation (JBIC) to 
fund carbon credit-related projects. It 
has also signed an MoU with 
Agrienergy Consultancy (the Indian 
arm of the UK-hased consultanev 
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brace carbon finance аз a mechanism to fund projects. This 
late ertrance into the market has increased the risk of new 
participants. New projects face increasing registration 
risks, increasing price uncertainty and policy uncertainty. 

The banks who entered into the process early have been 
and will continue to be the primary beneficiaries of the emis- 
sions revenue. They have been able to finance projects which 
offer the highest rate of return in terms of investment to 
CERs realized. These financial institutions 
will continue to see the benefits of these 
projects for the full 7-21 year project cycle. 

Financial institutions who are trying to 
‘catch up’ by using carbon financial instru- 
ments, will be forced to carry a higher eom- 
ponent of risk, see a diminished rate-of-re- 
turn due to higher capital costs and must 
carefully evaluate projects to ensure they 
are not undertaking a project just to enter 
the market. 


This project is said to provide an internationa! plat- 

form for buyers and sellers and increase the scope for allied busi- 
nesses. Please elaborate. 

BK Batra: Carbon credit market is a truly global market. The 
sellers are from developing countries like India, whereas buy- 
ers are from developed countries like Japan, Canada and Eu- 
ropean countries. This provides scope for other businesses 
like technology transfer, capital investments, cross-border 
funding products and remittances. 

Sanjeev Mantri: In case of such projects the sellers of car- 
bon credits are from India (or other developing countries 
classified as non-Annex I countries) and the buyers are 
mostly from developed countries (or their office in India). 
The transactions are mostly first time transactions and 
buyers and sellers do not know each other beforehand and 
do not have a transaction history. The sellers would want 
an assurance that their payment would be made once they 
have transferred the carbon credits to the international 
buyers. Here comes the role of a Letter of Credit (LC) which 
the buyer may provide to the seller to assure him of the 
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payment. Then the same transaction can also be executed, 
by routing the proceeds through an escrow account opened 
with the bank. Indian banks with international presence in 
developed markets like the UK, Germany, Japan, etc. may 
also bring together the buyers and sellers and earn com- 
missions from the transactions. On the other hand, buyers 
and sellers may want to enter into long-term future con- 
tracts. Buyers in such a case would want a guarantee from 
sellers that carbon credits shall be deliv- 
ered in future to the buyers as per quan- 
tity and delivery schedule. Banks can step 
in with a carbon delivery guarantee on be- 
half of sellers. Besides this, the banks can 
also look at avenues to bring in invest- 
ments from overseas buyers willing to pro- 
vide advance to such projects that can gen- 
erate carbon credits in order to secure 
their requirements of carbon credits. For 
transactions involving forward contracts 
of large amount of carbon credits, banks 
can also help the clients in hedging the 
exchange rate risk. For example, the euro/INR exchange 
rate these days is in the range of 65-66 INR per euro anc 
the same was around 55 INR/euro a few months back. It is 
a good time for CDM project developers in India to hedge 
the exchange rate for their receivables from carbon credi! 
futures contracts. So, we have these six allied businesse: 
in the form of LC, escrow account, brokerage, carbon deliv: 
ery guarantee, investments and hedging. 


 Somak Ghosh: The Kyoto Protocol has allowed for three 


flexible mechanisms for Annex 1 countries to reduce thei 
emissions: a) Engaging in emissions trading across border: 
with other Annex 1 countries; b) Investing in clean technol 
ogy projects in other Annex 1 countries; and с) Investing її 
clean technology projects in Annex II countries through the 
CDM. This has created a global carbon trading marke 
which, valued at $64 bn in 2007, is projected to reach $20( 
bn by 2012, according to the World Bank. 

The Kyoto Protocol has paved the way for these key mar 
kets to develop. 


Agrienergy Ltd.) to premote carbon 
cred:t business in the country. Under 
this bilateral arrangement, they рго- 
pose to offer a large spectrum of CDM- 
related services to government bodies, 
SME units and other services. 
Agrienergy's services will include par- 
ticipation throughout the carbon credit 
project cycle, right from assistance to 
clients in identification of CDM 
projects, their registration with UN 
Executive Board and recurring verifica- 
tion, while ICICI will provide services 


Certified Emission Reduction Certifi- 
cate (CERC), coordination and bank- 
ing services and debt-financing of 
CDM projects. The bank is also work- 
ing with SMEs for carbon credit mar- 
ket and has formed specific vertical 
team to tap opportunities arising to 
Indian SMEs from climate change and 
carbon credits. By adopting a multi- 
pronged approach, it has tied up with 
consultants to offer advice to its cli- 
ents on carbon credit linked projects, 
energy conservation, etc. Besides, the 


ergy efficient awareness program fo 
their clients. 

Similarly, IDBI has set up specia 
desk offering end-to-end solutions t: 
corporates of carbon credit business 
The bank has certain tie-ups for tech 
nical and financial assistance, and th 
products developed include providin 
guarantees for carbon deliveries an 
escrow services for payment. Going 
step further, both ICICI Bank and IDB 
Bank have plans to form alliances 
“We have formed a dedicated team fo 
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|Timothy Patrick: The general structure of the CDM was to 
promote environmental, technological and development 
benefits to developing economies. The idea was that firms in 
industrialized economies would partner with firms in devel- 
oping economies to undertake bilateral projects which intro- 
duced new technologies and forged relationships between 
the two companies. For the most part this has not happened, 
especially in India. Most of the projects in India have been 
unilateral in nature, meaning that many 
Indian projects carry a high level of risk for 
the developer and have not introduced a 
new channel development between two par- 
ties. The potential of the CDM to create 
new linkages between complimentary 
firms has largely remained unrealized, de- 
m. the fact that significant advantages 
can be realized from collaboration. 


What is the success rate in US and Europe and 
what lessons can һе learnt? 
BK Batra: The carbon market has been one 
of the biggest growing markets in Europe. 
US markets are based primarily on trading of voluntary 
emissions. The Indian market can learn several lessons 
from these markets. The most important lesson would be to 
evolve into a transparent market with participation of fi- 
nancial intermediaries. Indian companies could also look to 
develop programmatic CDM projects, which is happening on 
a large scale in China. 
Somak Ghosh: The US has not yet ratified the Kyoto Proto- 
col and is not therefore part of the global carbon trading/ 
financing arena. However, there is a strong domestic volun- 
tary emissions reduction market that is steadily growing, 
fwith consumers showing increasing interest in becoming 
_ ‘carbon-neutral’. Members of the Chicago Climate Exchange 
(CCX) made voluntary but firm commitments to reduce 
GHG emissions 6% below a baseline period of 1998-2001 by 
2010. 
Several American gas and electric companies offer cus- 
tomers a chance to offset their carbon footprint through car- 
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bon sequestration—paying x additional amount on their 
utility bills to grow/protect trees or rainforest area. In addi- 
tion, with both the Republican and Democratic presumptive 
nominees indicating their support for the Kyoto Protocol, 
America is expected to join the carbon trading fray in early 
2009. 

Europe presents the bulk of the carbon trading market, 
and has invested US$57 bn into clean technology projects, 
which corresponds to nearly a doubling in 
both volume and value transacted com- 
pared to 2006 and nearly six times the vol- 
ume and value transacted in 2005. Europe 
has successfully reduced 832 tons of carbon 
dioxide equivalent, according to the World 
Bank. 

In terms of lessons to be learned, 
America should look to its experienced coun- 
terparts in Europe to learn how the public 
and private sector can adapt to a compli- 
ance regime and successfully operate in the 
global carbon trading arena. 

As a player in the Indian CDM mar- 

ket, the extended project registration process, which 
takes one to two years, imposes multiple costs on project 
developers and buyers. According to the World Bank, at 
the end of March 2008, of 3,188 projects in the CDM pipe- 
line at March 2008 end, two-thirds are at validation 
stage. The industry lacks the appropriate infrastructure 
to accommodate this significant growth. These delays im- 
pact a project's financials as well as the delivery sched- 
ule, spelling trouble for the PD, buyer, and financier alike. 
Appropriate steps to speed up this process must be 
taken. 
Timothy Patrick: In the US and EU, carbon financing is 
restricted mainly to the voluntary market. The incentive for 
most companies to reduce their emissions in the EU et ai. is 
to meet their compliance targets as opposed to selling their 
credits on an exchange. So, in this case, the banks finance in 
essentially the same way they would any other corporate 
project. 


forge alliances for this initiative. The 
bank has launched ‘Go Green'—a pro- 
gram which gives SMEs an opportu- 
nity to reduce their carbon footprint," 
said Sanjeev Mantri, GM, Small En- 
terprises Group of ICICI Bank. 


Risk-reward trade-off 

High and varying degrees of risks are 
associated with carbon credit financ- 
ing depending on the nature of the 
project and the level of its financing. 
According to Somak Ghosh, Group 


opment Banking, Yes Bank, there are 
several project specific risks which in- 
clude underperformance, capital/op- 
erational costs overrun, currency risks 
caused by inflation and market risks 
such as the insolvency of counterparty, 
and banks need to develop proper fi- 
nancing mechanisms factoring in the 
unique risks presented by CDM 
projects. In India, despite huge poten- 
tial, the initiative taken by banks to 
fund carbon finance projects is moving 
at a snail's pace, further aggravating 


tutions which are entering the carbon 
market. According to Timothy Patrick 
Fox, Carbon Finance Expert, Institute 
for Financial Management & Re- 
search, “Financial institutions will be 
forced to carry a higher component of 
risk with a diminished rate-of-return 
due to higher capital costs and will re- 
quire careful evaluation of projects." 
However, "there is a huge potential in 
financing carbon credit-related 
projects," says BK Batra, Chief Gen- 
eral Manager, IDBI. He opines that 
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Source: World Bank-State & Trends of Carbon Market 2008 


businesses like technology transfer, 
capital investments, cross-border 
funding products and remittances. 
Apart from generating high margins 
that include commission, brokerage, 
etc. from the carbon credit transac- 
tions, banks cite broadening of the 
product portfolio as key incentive to 
enter this market. The project enables 
banks to provide an international 
platform for buyers and sellers and in- 
crease the scope of allied business. PV 
Anantha Krishnan, Executive Vice- 
President and Country Head, HDFC 
Bank, observes, *Financing of CDM 
projects becomes an extension of 
banking services that we provide to 
retain our customers." However, 
Batra cautions that there is high risk 
involved since the market is future- 
based and. as with any business, re- 
turns are commensurate with risks. 
“The risks include projects not being 
implemented in the manner they were 
envisaged or not being able to gener- 
ate estimated CER revenues and even 
the uncertainty of prices crashing," 
reckons he. 

Banking sector experts opine that 
trading in carbon products is com- 
pletely different from the regular par- 
ticipation in financial markets as the 
characteristics of market participants 
differ in both these trades. This is due 
to the vast volume involved and lack of 
staff with sufficient expertise to evalu- 
ate the projects, as also a number of 
risks at various levels of the project fi- 
nance cycle. Novel financing instru- 
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hicles, CDM bonds, etc., can be devel- 
oped with efficient and transparent 
procedures. Regulatory risks at central 
and state levels form the core element 
ef commercial risk which can be over- 
come with effective approval rules. The 
other risks include failure of technol- 
ogy, procedural delays, political risk, 
credit risk, negligence in dealing with 
carbon instrument delivery risk, etc. 
Balancing the risk-reward trade-off 
forms the crux of carbon financing. Fi- 
nancing projects that are not sup- 
ported by strong balance sheet pose 
significant challenges and entail addi- 
tional risks, such as operational risk, 
price risk, default risks, project regis- 
tration risk, execution risk, policy risk, 
etc., observes Mantri. He adds that 
banks can earn good returns by their 
involvement and total participation in 
the project right from financing to 
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CDM registration to trading of the is- 
sued carbon credits. 

Another hurdle is the exchange 
risk. While banks can apply hedging 
tools for forward contracts involving 
huge amounts to mitigate the risk, ef- 
fective regulatory clarity will 
strengthen and encourage banks to ac- 
tively participate. 


Global trends 

Though the impact of emissions has 
likely started but may not be completely 
felt for many more years to come, the fu- 
ture climate policy is taking a definite 
and concrete shape. As the initial year o! 
the first Kyoto commitment perioc 
(2008-2012) has commenced, it is ex 
pected that by 2012 the world carbon 
market will witness an exponential 
growth at $200 bn p.a. transferring halt 
of that amount from the industrializec 
nations to the developing ones. As pei 
the World Bank’s State and Trends o 
Carbon Market 2008 report, Asia con 
tinues to dominate the market witl 
about 87% of volumes transacted anc 
91% of values, led by China with СОМ 
transactions at 73%, followed by Indi: 
and Brazil (6%), Africa (5%), Easter1 
Europe and Central Asia (1%). 

Though India has 259 projects, thi 
average annual income from registeret 
projects through 2012 is expected to bi 
only 15% as compared to China witl 
101 registered projects with annual in 
come at 44%. China's success has re 
sulted in CDM being nicknamed a 
‘China Development Mechanism’, th: 
main reason (for China’s success) bein; 
an opportunity it offers its buyers to di 
versify their portfolios. China with it 
large industrial base, economies с 
scale in origination and favorable in 
vestment climate is continuing to rea 
the benefits. The market power с 
China played a vital role in maintair 
ing an informal pricing policy by raisin 
the minimum price floor in th 
US$10.40-11.70 range, which was ac 
ceptable to private European buyer 
who continued to show strong demand 

The scenario in India is different, i 
the sense, Indian projects generat 
small volumes of carbon credits, an 
since the market is driven mainly b 
SMEs, the same have to be procure 


^ 1' ^o à bI IA aaki eee 


| = 
7 f India 
y V | Qo State Bank of India 


Pure Banking. 


ing else- 
With you - all the the way Nothing 


p ovv" rv WY | 


Festival дрн: оп 
Term Deposit for 1000 days. 











SBI 100C 


Available at 10000+ branches 


Please call 1800112211 (Toll Free) or 080-26599990 
or visit our nearest branch / www.sbi.co.in or 

k e-mail- contactcentre@sbi.co.in 
“Conditions Apply 








Banking 


VENE annn——áM—7n—MÀ—À M _——————————-—+————Є—Є- 


bersome. PSUs and private sector can 
club these small projects together and 
significantly improve the market 
growth, while in China, large quantity 
of credits can be traded from one single 
project. 

Banks in other parts of the world 
are trying to reach areas that have 
failed to benefit much from carbon 
trading. Banco Sumitomo Mitsui 
Brasileiro in Brazil increased its port- 
folio of carbon credits last year by 1.5 
million credits, generated from 15 
small and medium-sized projects, in- 
cluding biomass power generation, 
small hydro projects and methane 
technology. The United Nations is try- 
ing to come up with measures to bring 
more banks into the market. Yvo de 
Boer, Executive Secretary of the UN 
Framework Convention on Climate 
Change, said the system could be ad- 
justed to help governments issue ‘cli- 
mate bonds’, which would help a devel- 
oping country government to set up a 
national emissions target. Also, 
Merrill Lynch Global Research has re- 
cently launched the MLCX Global CO2 
Emissions Index based on guidelines 
governing the EU carbon market, while 
JP Morgan would acquire 
ClimeteCare, a British company that 
builds clean-energy projeets in the de- 
veloping world. 


Profit from it 

The future outlook for carbon markets 
is enticing. According to estimates, the 
Indian carbon market has the poten- 
tial to supply 30-50% of the projected 
global market of 700 million CERs by 
2012. Major projects sold so far in- 
clude renewable energy (such as wind 
power, biomass co-generation and hy- 
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dropower), energy efficiency measures 
in sectors like cement, petrochemicals 
and power generation, and also reduc- 
tion of industrial gases contributing to 
climatic changes. However, trading on 
the international platform requires 
clear-cut, well-laid and incentive- 
based policies in the areas of selection 
and criteria of projects, timing, seller- 
buyer communication, eligibility of 
participants, etc. 

Hitherto, the SMEs were availing 
the benefits of carbon market in India 
with very little or no participation from 
PSUs. As the exclusive rights to deal 
with carbon markets rests with policy 
makers and regulators, it is incumbent 
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The United Nations is trying to come up with 
measures to bring more banks into the market. 


upon them to chalk out an effective 
strategy to expand their reach to PSUs 
and also encourage private participa- 
tion. Also, lack of regulatory clarity is 
prohibiting many interested players 
from obtaining bids through public 
trading. 

A report prepared by Confedera- 
tion of Indian Industry (CID suggests 
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creation of a carbon market fund foi 
accelerating the capacity, develop: 
ment of carbon finance opportunities, 
growth and strengthening of carbon 
markets. The report also emphasizes 
the need for an organized carbon ex 
change with e-auctioning facility al 
lowing only one side bidding, where in 
termediaries can buy CERs and at the 
opportune time sell in the interna 
tional markets for higher prices. Thi: 
will assure the project developers o 
getting reasonable rates with low pro 
cedural costs. 

Last but not the least, Indian car 
bon market in relation to its potentia 
is relatively small. To consolidate an« 
tap the opportunities, creation of a car 
bon unit under government's contro 
will help in preparation and monitor 
ing of projects, financing, registratioi 
and accounting, collecting state dut, 
for the registration and revenue fror 
sale of carbon units. A robust structur 
with simplified procedures, creatin 
awareness and providing updated in 
formation about related benefits t 
project owners, promoting local exper 
tise on project development and er 
couraging international participatio 
of buyers and investors, and providin 
tax incentives to banks for financin 
CDM projects will cost-effectively гє 
duce GHG emissions, while contribu’ 
ing to the growth of their economies i 
a sustainable manner. That will fu: 
ther spawn new opportunities fc 
banks.s 





– Amit Singh Sisodiya and KS Revali 
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Mobile Banking 


The Next Big Thing 


Mobile financial services have come a long way and are moving up the 
curve in mainstream adoption. 


— Aletha Ling 


Head of Business Development and Executive Director, Fundamo Ltd 





obile banking is certainly a 

big topic—both from the 

opportunity perspective as 
well as for its transformational 
potential. In the broadest sense, these 
services have the potential to extend 
financial services to a vast section of 
people who have never had access to 
formal financial services and the 
potential to change the way in which we 
deliver financial services to all. In the 
words of Elizabeth Littlefield, CEO of 
CGAP, “...Mobile telephony promises to 
radically transform the way people use 
financial services in rich countries and in 
poor ones...” 

Since the introduction of mobile 
phones during the mid-1990s, the world 
has experienced a massive growth in the 
uptake of mobile phones. This growth is 
particularly impressive in developing 
economies where the number of mobile 
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outstripped even the most ambitious 
predictions. This penetration is a major 
opportunity for growth in banking, 
provided this can be done by means of a 
product based on mobile phones and an 
ability to do this at a relatively low-cost. 
For many people, their mobile phone is 
their first contact with technology and an 
introduction to a relationship with a 
service provider. This makes the phone a 
natural choice of channel for financial 
transactions. 

Developing economies typically have 
limited payment infrastructure and 
thus a need for functional, multichannel 
banking and payment solutions. It is 
broadly acknowledged that around two- 
thirds of the worlds’ population remain 
unbanked and only 15-25% of the 
population of less developed countries 
has a bank account. In developed 
markets with large immigrant 


remain unbanked. Research shows that 
there is an unbanked adult population of 
some 15 million people in the US alone 
that require specific banking 
applications that cannot be delivered 
economically through traditional 
channels. 

It is also becoming clear that in 
developed economies, the demand from 
consumers for more convenience—as the 
mobile phone has become the personal 
and lifestyle device of choice—puts 
developed markets firmly on track for 
mobile banking, creating exciting 
opportunities for those organizations 
that are part of this ecosystem. The 
potential revenue and wealth creation 
that can be achieved by providing efficient 
payment solutions to lower income 
clients is significant. Recent studies show 
that the GDP of countries can be 
increased by simply changing cash 
payment systems into electronic format. 

The topic is by definition wider than 
mobile banking and includes payment 
and other services, which we could group 
together as Mobile Financial Services 
(MFS). After nine years of 
developmental activity across many 
markets and by many different players, 
we are reaching the tipping point where 
MFS reaches mainstream adoption, 
catalyzed by some powerful forces. 


MFS - in context 


There is a real value proposition for both 
developed and emerging economies. In 
fact, it has to be said that in order to 
develop a sound business case, one has 
to address it at a country and industry 
level. The country aspect is relevant 
across most dimensions of the business 
plan; for example, the regulatory 
environment is different in each country, 
the availability of banking services and 
ruling fee structures for financial 
services are different, the opportunity 
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behavior are different, the ecosystem 
and the potential partners in that 
ecosystem are different, and much more. 


Two main types of mobiles 

• The Additive Model is typically 
referred to as Mobile Banking and 
typically offered by banks to their 
existing clients as an alternative 
electronic channel. Here the mobile 
channel is provided оп top of an 
existing bank account. 

• The Transformational Model, often 
referred to as a Mobile Wallet, is a 
comprehensive integrated solution 
that includes a bank account. This 
allows for the implementation of a 
variety of interesting business 
mcdels and often results in new and 
innovative services which are 
provided in some form of partnership 
between banks and Mobile Network 
Operators. These services are 
intended to provide a different value 
proposition whether that is based on 
new markets or new products. 

Bcth these models are very 
appropriate for their different purposes 
and are both getting good tractions 
withir. their markets. 


State of the industry 


Mobile Financial Services has come a 
long way since 1999, when the industry 
visionaries, such as Fundamo, saw the 
potential of this new electronic channel 
and the effect it might have on the 
industry. Since then, the industry has 
been through a very typical "new 
technology-new industry sector's" life 
cycle, from the early adopters—typically 
highly innovative and entrepreneurial 
companies experimenting with the 
technology—to where we are today 
moving up the curve in mainstream 
adopticn. This simply means that we 
have moved out of the experimental 
phases and that large corporations (in 
this case, banks and mobile network 
operators) are incorporating mobile 
financial services into their strategic 
business plans and putting real funding 
and resources into these projects. This 
also puts significant pressure on the 
techaclogy companies serving this 
industry to move from providing point 
solutions to providing an enterprise 


solutions today and continue to launch 
new services as the market demands. 

The most popular services with 
consumers currently are: purchasing of 
airtime funded from a bank account, 
person to person payments (not just on- 
us, but also via the interbank switches 
such as the ACB), alert services for 
activities on existing bank accounts, bill 
payments and collections, and activities 
around managing the account such as 
balance enquiries and requesting a 
statement. Services that we see growing 
in the future include: money transfer, 
payments of salaries/grants/pensions, 
integration with other financial services 
(lending and saving). 

A study commissioned by the GSM 
Association and conducted by Edgar, 
Dunn & Company predicted that the 
future for mobile-based banking and 
financial services is one of accelerated 
growth. Mobile Wallets are projected to 
grow significantly, to 1.4 billion by the 
year 2015 or nearly 26% of the projected 
subscriber base. The number of people 
accessing banking services via their 
mobile phones is set to soar to 816 
million by 2011—a tenfold increase on 
2007, according to a global study by 
analyst house, Juniper Research. They 
have also forecast that the gross 
transaction value of payments made via 
mobile phones will grow over five times 
to exceed $300 bn globally by 2013. 

IMS Research shows the combined 
forecasts for users of contactless mobile 
payments, mobile banking and Over the 
Air (OTA) transactions to reach 884 
million in 2012. This is the cumulative 
number of users expected to adopt new 
technologies, platforms and services, 
who are expected to complete 62 billion 
transactions between them in that year. 
Each year, according to the World Bank, 
175 million migrant workers complete 
more than $300 bn worth of 
international remittances to send 
money to family and friends, many of 
whom do not have bank accounts. 
Yankee Group believes that through the 
introduction of mobile phone into this 
ecosystem, the remittance market could 
triple by 2012, with some estimates 
being roughly $1 tn in remittance values. 
Mobile operators all over the world are 
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Major, existing initiatives driven by 

Smart, Globe, МТМ; 

> Vodafone making commitment to 
deploy mPesa-type deployments for 
a number of Vodafone networks in 
developing countries; 
> Orange announces deployment of 
multiple Orange-money installations 
in developing countries; 

> Many other mobile operator 
networks have started initiatives, 
but have not announced it or are 
deploying the solutions in a low key 
approach; 

> South African mobile banking 
customers from banks pass one 
million customers within 18 months; 

> Bank of America launches very 
successful mobile banking in the US. 
and many other banks follow; and 

> Many regional banks in Asia, South 

America and Europe have launchec 

or are planning mobile banking 

initiatives. 

A number of  bank-driver 
organizations are getting involved in the 
action. Many Central Banks have showr 
commitment to work with banks to create 
mobile banking friendly regulator) 
dispensations (the Philippines, Sout 
Africa and Pakistan). The Word Banl 
supports many programs that assis 
mobile banking initiatives, utilizinj 
organizations like CGAP. Bank-driver 
industry bodies are working toward, 
industry adoption and standards (lik: 
the Moby Forum) and regional Mobil 
Payment Interest Groups, besides Credi 
Card Associations and Settlement anı 
Clearing switches. 
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A growing market 

The market for mobile financia 
services has reached a tipping point an: 
has moved into mainstream adoptior 
It is a growth market with majo 
players making investments 1: 
strategic business cases which hel 
their businesses grow market share 
save costs, optimize existing channel: 
improve customer service, increas 
revenue, and support other strategi 
objectives such as reducing churn for th 
mobile network operators an 
branchless banking in the financi: 
services industry.s 
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WIDE-RANGING CALCULATION FUNCTIONS 


Investment appraisal Break-even point Depreciation 

«net present value/other methods» The break-even points can be calculated for sales Depreciation can be calculated by the straight-line 
Calculations required for investment appraisal can Volume, unit sales, leverage and other factors. method, fixed percentage method, sum-of-the- 

be performed by the net present value (NPV) year's digits method or declining balance method. 


method, internal rate of return (IRR) method or pay- Functional calculations 

back method. Cash-flow calculations сап be made —« Exnonential/Logarithmic functions * Trigonometric/ Statistical calculations : 

in situations involving fluctuating funds. Inverse trigonometric functions • Hyperbolic/inverse n, x, Ух, 2x2, ón-1, Sn * Standard deviation 
hyperbolic functions • Power/Power root * ү * Single variable * Regression (linear/quadratic/ 

Additional financial calculations * Reciprocal • x! * nPr, nCr * Random number exponential/logarithmic/ power/inverse numbers) 

* Simple/Compound interest • Bond* « Amortization _* Coordinate conversion 

* Cost/Selling price/Margin * Day * Interest rate 


conversion (conversion between nominal and http:\\edu.casio.com\ 


effective interesr rate) 
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In the Islamic Crescent 





India sits in the middle of the Islamic crescent. This creates a certain cultural 
affinity that should not be underestimated in promoting the flow of financial 
capital, especially to small and medium-sized enterprises. 


— Douglas Clark Johnson 


Chief Executive Officer and Chief Investment Strategist 


Calyx Financial, New York, US 





generational shift in the struc- 

ture of global capital markets 

is taking place. In part because 
of the lingering challenges afforded by the 
subprime crisis, and also because of the 
ongoing high oil price, the Middle East is 
rapid_y Geepening its influence on the al- 
location of global capital. Just recently, 
the global impact of its sovereign wealth 
funds on corporate and banking develop- 
ments was witnessed. Activity will only 
intensify as Dubai, Bahrain, Qatar and 
Riyach accelerate their role as interna- 
tional financial centers. It is felt that In- 
dia is uniquely prepared to benefit from 
these trends—all the more if Indian fin- 
anciers and businessmen understand the 
perspective of the so-called Islamic cross- 


The recent rise of the oil price has led 
to unprecedented wealth accumulation 
by the Middle East countries. Deficits 
have turned to what-do-we-do-with-it 
surpluses, at a time when liquidity runs 
amuck. In the region’s largest economy, 
Saudi Arabia, the government can hardly 
issue paper fast enough to absorb the ex- 
cess. Certainly, any downturn in the oil 
price is a welcome relief to monetary au- 
thorities. Whether oil sits at $80 a barrel 
or $130 a barrel, however, the short and 
long-term impact of petrodollar accumu- 
lation is likely to move local and regional 
economies near and far for a generation. 

In sharp contrast to what we saw in 
the 1980s, the Middle East has shifted 
from self-indulgent spending patterns. 


trends, such as the ascent of Islamic fi- 
nance, as well as marquee projects like 
the world’s tallest building in Dubai 
(nearing completion) and the proposed 
30-km bridge across Bab el Mandeb 
between Yemen and Djibouti (perhaps 
more of a concept than a likely reality). 
As a result of this unprecedented in- 
vestment activity, the GCC and its 
nearby neighbors are set to become 
more evolved economically than politi- 
cal and business leaders could have 
imagined as recently as a decade ago. 
With economic success, of course, 
comes the desire—and need—to ex- 
pand international linkages. The vast 
supply of labor, both skilled and un- 
skilled, that has made its way over re- 
cent years from India to the Middle 
East certainly sets the tone for further 
economic integration between the sub- 
continent and the Gulf. Never mind that 
India remains awkwardly dependent on 
foreign sources for its oil, importing as 
much as 85% of its total requirement. A 
shared Islamic heritage, at least in, 
some segments of Indian society, pro- 
vides a natural affinity for both direct 
investments and portfolio flows. We 
dub these interrelationships as 
‘complementary proximity’. 


Portfolio requirements favor India 
From an investor’s point of view, there 
may be two reasons why India is set to 
benefit from cross-border flows originat- 
ing from the Middle East. These may be 
more grounded in investment theory 
than macroeconomics, but understand- 
ing them is key to India’s ability to at- 
tract a growing supply of petrodollars: 
> Diversification: Increasingly, Gulf 
investors are aiming to construct 
more rational portfolio structures.’ 
The opportunities to date may have 
led to overexposure to the Middle 
East region. What is being seen now 
are spillover benefits of investment 
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ticularly to those countries less af- 
fected by the oil price, for diversifica- 

tion purposes. 

5 Performance: The volume of li- 
quidity and the number of projects 
within the Middle East are expected 
to lead to a compression of projected 
returns over the period ahead. There 
is simply too much capital chasing 
an increasingly defined universe of 
deal flow. The ability to exploit 
India as an emerging market player 
should attract investor interest and 
commitment. 

There is admittedly a flaw in this 
| argument. These same issues, after all, 
(could drive investment flows to other 

countries than India. Yet we see a set of 

factors mitigating these concerns: 

> Geography: India sits in the 
middle of the Islamic crescent. In- 
deed, the midpoint between 
Jakarta and Istanbul is Delhi. This 
creates a certain cultural affinity 
that should not be underestimated 
in promoting the flow of financial 
capital, especially to small and me- 
dium-sized enterprises. 

» Human capital: India has a vast 
pool of multicultural resources, both 
skilled and unskilled, that helps to 
keep input costs under control, 
whether for manufacturing or ser- 

‚ vice enterprises. Our own positive 

j experience in looking to outsource 
selected analytical activities to 

India is instructive. 

> Market depth: India is one of the 
few markets globally that affords 


Savings Growth Leads to Greater 
Financial-Market Influence 
Saudi Arabia Current Account Balance 
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internal depth and breadth. It rep- 
resents a vast playing field in which 
companies can market their prod- 
ucts and services aggressively, and 
in which firms can achieve true 
economies of scale. 

We intentionally avoid comparisons 
to China. While the temptation to do so 
is great, in practice a growing global 
economy is sufficient for all parties. We 
make the cursory point that China may 
be less attractive to investors in the ser- 
vice industries than manufacturing in- 
dustries. Other factors that may dis- 
suade the Middle East investors, bor- 
dering on the intangible, include lan- 
guage and legal obstacles. 


Rise of Islamic banking and 
finance 

The impact of Islamic banking and fi- 
nance in India has been inconsequential 
compared to the trends that have envel- 
oped both the Gulf and Southeast Asia. 
While there are rational, albeit largely 
political, reasons for its muted role in 
India, suffice it to say that Indian regula- 
tors may be overlooking an opportunity 
offered by the mobilization of domestic 
capital in creative and new-found ways. 
As a New York-based institution, we ac- 
knowledge there are certain parallels 
with the US experience on this front. 

The inexorable rise of Islamic bank- 
ing and finance can be most simply ex- 
plained by (1) the need to restructure 
the banking system in Southeast Asia 
in the wake of the Asian currency crisis; 
and (2) the need to recycle surpluses as- 
sociated with the oil price in the Middle 
East. The common link between the two 
regions was the burgeoning desire for a 
cultural demonstration, perhaps fos- 
tered by the geopolitics of the 9/11 era. 
Unfortunately, this cultural demon- 
stration has also had its dark under- 
belly, despite a broadly constructive in- 
ternational context. 

What was once labeled merely as 
the “Islamic banking and finance indus- 
try” is now beginning to take new forms 
as the overall business expands rap- 
idly, demanding greater segmentation. 
Within the Shariah-compliant arena, 
we are beginning to see, for instance, 
clear distinctions between retail and 
wholesale banking, as well as wealth 
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Such segmentation creates a virtuous 
circle of activity as strategies are re- 
fined and markets are created. 

The advent of an Islamic asset man- 
agement business is part of this seg- 
mentation process. Until recently, this 
concept was far afield, but it is increas- 
ingly mainstream as firms look to de- 
velop their own products, rather than 
‘outsource’ or ‘subadvise’ them to the 
major global firms. Part of this process 
may be a desire to offer localized prod- 
uct; part of it may be frustration with 
being an investment-strategy taker, 
rather than an investment-strategy 
giver. Regardless, an ever-expanding 
product line is now set to take on added 
dimensions as 'product development' 
has become vogue within the Islamic fi- 
nancial-services field. 


Islamic themes for the decade 
ahead 
We identify certain themes for the pe- 
riod ahead that will dominate economic 
policy making across the Islamic cres- 
cent. More to the point, financial inter- 
mediaries will likely build opportuni- 
ties for their clients around these 
themes, including private and public 
equity funds. We believe those targets 
that feed into these themes are best 
poised to attract a growing supply of 
Islamic cross-border capital: 
> Cultural demonstration: Geopoli- 
tics is stimulating cultural pride 
across the Muslim world, shown in 
countless ways, especiallv in the 
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> Lifesciences: The growing prosperity 
\ of the Islamic world enables greater 

\ focus on healthcare, including biotech- 
nology research, drug and device inven- 
tion, and extension of services. 

» Frontier markets: Investment op- 
portunities exist in far-flung na- 
tions with dominant or sizable 
Muslim populations, such as Libya 
and Sri Lanka. 

2 Agribusiness: Especially in the 
Middle East, the lack of cultivated 
land heightens the issue of food secu- 
rity. Food-source development and 
agricultural technology will benefit. 

2 Urbanization: Cities from Cairo to 

| Karachi are bursting at the seams, 

' creating demands for solutions 
ranging from basic utilities to alter- 
native energy. 

» Homeownership: With a low base 
of home ownership across the Mus- 
lim world, fast-growing residential 
demand opens opportunities in real 
estate, mortgage finance, and 
construction. 

> Petroleum-related industries: 
With its lower cost of petroleum for 
fuel and raw material, the Gulf can 
extend its comparative advantage 
to industries such as petrochemi- 
cals, fertilizers and steel. 

> Infrastructure: Needs are vast, 

| ranging from highways to airports 

j to electricity, 1n nations such as 
Indonesia, India, Pakistan and 
Bangladesh with large Muslim 
populations. 

> Remittance flows: The oil-based 
economic boom in the Guifis enrich- 
ing a growing labor pool from South 
Asia. The cash they send home has 
major implications for those econo- 
mies and markets. 

> Rural empowerment: Start-up 
ideas from technology industries, 
business outsourcing and 
microfinance are combining to inte- 
grate distant communities into the 
economic core. 

Strikingly, almost every one of these 
"uen has a connection to the Indian 
nomy. Éach of them naturally re- 
quires more in-depth explanation, but 
our intention is merely to highlight some 
major ideas as a basis for further dialog, 
especiallv as thev relate to Shariah-com- 


Role of financial intermediaries 
India is set to benefit from the rise of Is- 
lamic cross-border capital, either through 
asset management activities or advisory 
work. Indeed, there are a growing number 
of financial intermediaries who are now 
bringing together Islamic providers of 
capital with Shariah-compliant invest- 
ment opportunities. Our own work, for in- 
stance, has focused on concepts relating 
to Indian large-cap stocks and India-re- 
lated private equity, including both the 
energy and healthcare sectors. 

Nowhere is this more apparent than 
in the private equity area. We have ar- 
gued that India offers ‘perfect Shariah 
alignment’ as the interests of a fund 
sponsor, fund target, and fund investor 
can be fully served. We offer some top- 
line thoughts: 
> Fund sponsor: Sponsors’ Islamic 

orientation ensures advocacy for 

targets and investors with eye to- 
ward social responsibilities and 
ethical outcomes. 

> Fund target: Target companies 
with Muslim management may be 
most comfortable in working with 

Shariah-oriented sponsors. 
> Fund investor: Shariah-compliant 

investors are looking for instru- 

ments that are competitive with 
conventional products on a price, 
performance, and pedigree basis. 

These qualities could be relevant to 
any of the number of markets. But in 
India, there seems to be a strong inte- 
gration of (1) the commercial benefits to 
the Islamically-oriented sponsor, (2) 
the entrepreneurial spirit of the 
Ummah, and (3) investor demand for 
Shariah-compliant product, both do- 
mestically and internationally. 

Fund management, whether public 
or private equity, of course is not an 
end game when it comes to Islamic 
banking and finance in India. Opportu- 
nities abound for origination work in 
the sukuk area, private placement 
among like-minded partners, and of 
course project-finance activities based 
on Shariah-compliant approaches. 
Here regulators can have a dramatic 
impact on supporting these opportuni- 
ties for the benefit of the underlying 
economy. What is ultimately at stake 
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evolution of India as а more vibran 
global economy. 


Going forward 

We believe that a shift favoring the de 
velopment of the Middle East as a fi 
nancial center will have vast impact oi 
how capital is allocated globally ove 
the generation ahead. In particular, w: 
suggest that India’s ‘complementar; 
proximity to the Middle East, alon; 
with investors’ diversification and per 
formance demands, makes India : 
natural destination for Gulf-source: 
cross-border flows. 

The argument is bolstered by th 
fact that much of this Middle East capi 
tal now has a Shariah-compliant bia 
as a result of the cultural demonstra 
tion that has swept the Muslim worlc 
To that end, India not only shares cer 
tain heritage with the Gulf, but most c 
the major Islamic themes supportin 
investment and advisory activity pla; 
out in the underlying Indian economy. 

We conclude by suggesting that | 
growing number of financial-service in 
termediaries will look to introduce th 
Middle East providers of capital t 
Indian users of capital. This is logica 
Gulfinvestors likely need greater expc 
sure to India as a core holding. Mean 
while, especially in the private equit 
domain, Indian target companies ma 
not have access to a full array of early 
stage financing opportunities. We like 
wise may not have even scratche 
the surface when it comes to the poten 
tial for advisory and arrangin, 
activity within a Shariah-complian 
framework. 

International parlance is chock-fu. 
of misconceptions about India, not ur 
like other major investment geogre 
phies. We wonder, for starters, if the сё 
sual international observer genuinel 
understands the linguistic and culture 
differences among India’s many state: 
Never mind the fact that the Muslir 
population in India is among the larges 
in the world. Yet these misunderstand 
ings will no doubt give way to integra 
tion, as the global economy continues t 
evolve, perhaps driven most dramati 
cally by the current bout of the Middl 
East surpluses.m 
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Financing Bollywood 


Money, Show Me the Money! 





From being a relatively insignificant Hindi film industry that catered to 
local audience, Bollywood has emerged as one of the India's best- 
known brands internationally. While its phenomenal growth story in the 
last two decades is as racy as the plots that it churns out, Bollywood has 
still a long way to go to emerge as an organized industry in its own right. 


umbai, the Financial Capita! 

of India, is a city of dreams. 

The city is also home to 
Bollywood, the Hindi film industry. It is 
where Hindi films, with storylines that 
are colorful and complicated, spiced with 
morality and melodrama, blended with 
comedy and tragedy, and garnished with 
songs and dance sequences, are made. 
The appeal of Bollywood films is wide- 
spread and is also globally appreciated. 
Bollywood produces approximately 800 
films a year. Nearly, 15 million people 
parade into over 12,500 cinemas te 
watca a movie. The black market is 
prevalent because the demand for tick- 
ets beats the supply. Audiences decide 
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— Poonam Namjoshi 
Faculty Member, IBS, Bangalore 


blockbusters that have run to packed 
houses for years, as also movies that 
have disappeared from theaters within 
a few days of their release. 

Bollywood is a booming industry in 
itself that generates considerable em- 
ployment and revenues. According to a 
study, this industry is fast emerging as 
a big market and is expected to grow at 
the rate of 20% per year, which is a phe- 
nomenal growth rate for any industry. 
According to PwC and FICCI reports, 
the entertainment and media indus- 
tries in India will touch the Rs 1,15,700 
cr-mark by 2012. The report further 
states, "The performance of the 


Indian entertainment and media indus- 
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the Indian economy and most other in- 
dustries in 2007." Bollywood, of course, 
is an integral part of the entertainment 
and media industry of India. 


Corporatization of Bollywood 
Following the economic reforms initi- 
ated in the 1990s, India has become the 
world's second fastest growing economy, 
next only to China. Bollywood has also 
evolved into an industry in the fast 
changing economic scenario. The PwC 
report "Indian Entertainment and Me- 
dia Industry" foresees a 20% growth in 
Indian film industry. 

Until the 1990s, the financing for 
the movies usually came from under- 
world dons, diamond and cotton mer- 
chants and other shady sources, who 
used to charge exorbitant rates of inter- 
est, besides interfering in the filmmak- 
ing—from the storyline to casting. The 
underworld dons also insisted on cast- 
ing their favorites alongside the super- 
stars; though the dominance of the un- 
derworld in the film industry is said to. 
have come down, it is still felt that 
Bollywood is infested with underworld 
elements. Stars working for more than 
one film at a time often delayed the 
filmmaking process. There was no in- 
surance model or any guarantor for film 
completion, or anybody who would bear 
the financial risk of delays and non- 
completion of the film. The agreements 
and contracts were mostly verbal, and if 
at all anything was written it was 
hardly ever put to effect. Producers 
could not decide the filmmaking sched- 
ules though they were the largest stake- 
holders in the filmmaking process. АП 
efforts by the producers to bring disci- 
pline used to go in vain. Even if stars 
signed up for a film, it was nothing but a! 
loose commitment. 

However, things have undergone a 
change for the better. The upcoming stu- 
dio culture has come as a blessing for 
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ative talents working and introduces 
\ѕоте element of a legally bound con- 
E The face of Bollywood is decidedly 
changing. It is not just financing that 
has changed. Lately, granting of indus- 
try status has made financing much 
more accessible to the producers. There 
is increasing financial transparency, 
commercialization and corporatization 
of Bollywood. 

The Indian film industry was 
granted industry status in 2001, which 
has helped it adopt a professional ap- 
proach to financing, production and 
other related activities. Much has 

‚ changed since RBI issued guidelines. 
| The industry has grown by leaps and 
‘bounds and has outpaced the rate at 


video, the Internet, DTH, and now inter- 
national release rights. 

RBI's decision to allow banks to fi- 
nance movies has given a boost to film 
financing and also an incredible 200% 
increase in the number of Hindi movies 
made in 2002-03. Hindi movies are now 
being financed by organized sources en- 
compassing institutional and bank 
loans, APO Funds, and private equity/ 
venture capital from institutional and 
private sources directly or through in- 
vestment drivers and companies. 
While this kind of financing is still in its 
infancy, it can safely be said that 
Bollywood is gradually getting out of 
the grip of the underworld. 

Cost structure of Indian movies is 


Granting of industry status has made financing 
much more accessible to the producers. 


which the Indian economy has grown. 
Additional streams of revenues have 
largely de-risked the industry. In a nut- 
shell, financing trends in Bollywood 
have undergone a sea change. No longer 
the mafia and underworld rule 
Bollywood, also the producers are learn- 
ing serious financial management as 
their survival in industry hinges on 
that. 


Bank financing 
IDBI and Exim Bank have taken initia- 
tives in film financing along with a few 
others like SBI, Standard Chartered 
Bank, Bank of Baroda, Yes Bank, and 
Axis Bank. All these financial entities 
entered the fray with one-off projects or 
some investment in entertainment 
companies. About Rs 650 cr have been 
collectively disbursed to the film and 
entertainment industry, majorly for 
Hindi films, in the past few years. Re- 
coveries from box office constitute no 
more than 35-45% of a film’s revenue 
compared to 80% earlier. Now produc- 
hers are taking recourse to other avenues 
for getting back their investments. The 
animation film, Hanuman is a case in 
point. The satellite rights of this film 
were sold before the release. There are 
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hard to estimate, since a majority of the 
commercial dealings are cash transac- 
tions. In 1999, only 11% of the films re- 
leased made good business and the 
number is only 23% now. However, 
banks now want the filmmakers to 
come up with at least 2596 of the cost of 
project before releasing the first install- 
ment of the loan. IDBI Bank, which is 
one of India's foremost film financing 
banks, has a policy of financing the 
corporates which are promoted by pro- 
ducers who have an established track 
record of producing successful feature 
films. 

Exim Bank funded the industry to 
the tune of Rs 100 cr in FY 2005 and Rs 
300 cr in FY 2006. It financed films like 
Ta Ra Rum Pum, Cheeni Kum, Honey- 
moon Travels Pvt. Ltd., Kabul Express, 
Dhoom2, Don-the Chase Begins, Fanna, 
Bunty and Babli, Salaam Namaste, 
Mangal Pandey — The Rising, Dhoom 
and Hum Tum. Exim Bank has also 
funded a slew of animation films. Apart 
from Exim Bank and IDBI Bank, other 
private sector banks like Yes Bank have 
funded the ventures of Pritish Nandy 
Communications and Studio 18. Other 
banks like Dena Bank, IndusInd Bank, 
and HSBC are still to make an entry 


Banks normally charge an enor- 
mous interest of 16-17% for film fund- 
ing. However, Exim Bank's entry into 
Bollywood financing has changed the fi- 
nancing equation. Exim Bank charges 
the LIBOR-plus 1 rate (London Inter 
Bank Offer Rate), whereas other banks 
and financial institutions charge 
MIBOR (Mumbai Inter Bank Offer 
Rate). Thus, there is a gap of nearly 200 
basis point, which means a difference of 
1-446 of arbitrage. 


Other sources of financing 
However, banks are not the only non- 
traditional source of Bollywood financ- 
ing. In recent years, Bollywood has wit- 
nessed several Indian companies enter- 
ing the media and entertainment in- 
dustry, which have brought in their 
wake other sources of non-traditional 
financing. 

IPO 

Media and entertainment companies 
raised money through Initial Public Of- 
ferings (IPOs). Zee Telefilms and C&S 
Broadcaster were the first to raise 
money through public offering in 1992- 
93. Other than Zee Telefilms, Balaji 
Telefilms, NDTV, TV Today, Sony En- 
tertainment Television, Cinevistaas, 
Padmalaya Telefilms, Sri Adhikari 
Brothers, TV 18, UTV, and Nimbus 
Communication are the other compa- 
nies into TV broadcasting and software 
production. While Adlabs, PVR, Mukta 
Arts, Shrinagar Films, Pritish Nandy 
Communication, Galaxy Entertain- 
ment, and Kaleidoscope Entertainment 
are into film production, distribution 
and exhibition, TIPS industries and 
Saregama are into music content and 
distribution. 

Foreign investments 

The arrival of Sony, Star TV, Discovery 
Communications, and Time Warner 
marked the entry of FDI in Bollywood. 
Indian media and entertainment com- 
panies have also brought foreign inves- 
tors like GW Capital, Warburg Pincus, 
CDP Capital, ICICI Ventures, 
Chaterjee Group and Transatlantic 
Ventures. 


No longer a risky business 
According to filmmaker Devarajan of 
Adlabs, Bollywood is no longer a riskv 
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rights of the films are sold before the 
movie is released which helps in recov- 
ering more or less the production cost. 
Nowadays, there are various other av- 
enues for selling the film rights like local 
and overseas cable and satellite broad- 
casts, airline in-flight entertainment, 
pay-per-view TV, mobile phone 
ringtones, and CD sales. The collections 
from all these avenues can be immedi- 
ately counted as profits. Shri Bawa of 
TV 18 says that “film business is now 
de-risked. As long as one has a reason- 
ably good product; one is sitting on a 
goldmine.” Practically, every film cannot 
be a blockbuster; however, risk can be 
mitigated through pre-selling of rights 
which can ensure a reasonable payback. 


Enter the management gurus 

No wender management gurus like 
Arindham Chaudhary have invested in 
filmmaking by making films like Black 
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and White. Even Machindre Chate, the 
coaching class guru of Maharashtra, 
has entered the industry by making 
Marathi movies. He made Bindhast, 
and recently released Gharatya Saathi 
Saare Kahi. Shri Bawa of TV 18 adds 
that if a production house gives five 
hits, five average movies and five flops 
in a year, then its returns will be more 
than 30%. 

U'TV is expecting a revenue of Rs 10 
bn by the end of 2010. UTV believes in 
making big budget movies, anywhere 
from $5 mn to $20 mn. It has exclusive 
alliance with 15 cirectors—from new- 
comers to well-known and established 
ones—with whom they have built their 
projects, and enough creative freedom is 
given to them. The creative team is com- 
pensated with a fixed fee and share in 
office collections. They claim to have a 
model similar to Hollywood. It has dis- 
tribution offices across India and one 
each in US, UK and Mauritius, and has 
made films like Rang De Basanti which 
create awareness among the Indian 


Bollywood has to adopt the Film Completion Bond 
to inculcate discipline in film production. 


TV 18 also, like UTV, believes in re- 
taining their creative team and offers 
them incentives with stock option and 
bonuses. Adlabs signed a three picture 
deal with Hrithik Roshan, the super- 
hero from India, after the success of 
Krissh for Rs 360 mn making him the 
highest paid actor in Bollywood. A simi- 
lar deal was signed with John Abraham 
who starred in Water for Rs 220 mn. 


Multiplex culture 

Multiplexes are coming in a big way, 
and with the growing Mall culture, they 
have changed the box office equations. 
According to a PwC report, in India, ap- 
proximately 700 multiplex screens, out 
of the total 12,900 screens, generate 
60% of the box office collection. The rea- 
sons for this kind of profiteering are: 
firstly, the ticket at a multiplex costs on 
an average Rs 120, which is four times 
more than the cost of a single screen 
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theater in a big city and 10 times more 
than that in a small town. Multiplexes 
offer conveniences like reclining chairs 
and air-conditioning. Usually, the mul- 
tiplexes are located in very convenient 
and upmarket areas. All this attracts 
an average occupancy of 85% as com- 
pared to 1546 in a single screen theater. 
Adlabs, which has 50 multiplex screens 
across the country, produces at least 
eight big budget films a year and ac- 
counts for a major share of box office re- 
ceipts. They do this by running their 
films in their own cinemas. Now Adlabs 
plans to add another 200 screens in the 
next two years. They aim to increase 
their collections by cutting into the cur- 
rent box office collections. Presently, 
collections in Bollywood come from 
films which release worldwide in 300- 
400 cinemas all in big cities. Out of the 
entire sales, Mumbai alone contributes 
15% of box office collection. Adlabs 15 
looking at entering this market. Accord- 
ing to Devarajan of Adlabs the payback 
period of capital outlay will not be more 


tiplex is identified, which ensures 2096 
EBITDA. 


Emerging trends 

Bollywood has to adopt the Film 
Completion Bond to inculcate disci- 
pline in film production. The bond helps 
the producer complete filmmaking on 
schedule and within the prescribed bud- 
get. Currently, Kaleidoscope Entertain- 
ment—which has a joint venture with 
Film Financing International, the 
world's largest provider of completion 
bonds—is the only studio which uses 
this bond. However, Film Finance Inter- 
national has introduced in India this 
instrument. Another trend in Film Pro- 
duction that is catching up is insurance 
for films. 


Hollywood comes calling 
Bollywood is one of India's best-known 
brands internationally. Indian film in- 
dustry produces more movies than any 
other film industry. It is poised to enter 
the international market in a big way. 
The Bollywood movies are character- 
ized by ultra romantic plots and stimu- 
lating song and dance sequences. Its col- 
orful costumes, extravagant sets and 
the general ambience of the feel-good 
factor have even captivated Hollywood 
veterans. Hollywood now intends to in- 
vest in Bollywood. So Bollywood now 
has found its place not only in Western, 
markets but is also gearing up to rub 
shoulders with Hollywood. 

The industry has welcomed the non- 
traditional way of financing with open 
arms. However, it has to tackle other 
issues like controlling piracy, which 
eats up almost 1446 of revenues, and in- 
tegration of the value chain, that is 
merging the activities of film produc- 
tion, distribution and exhibition. Pen- 
etrating the international market 15 
another challenge for Bollywood. Ani- 
mation is another area where 
Bollywood has to spread its wings. At 
present, Bollywood is only an 
outsourcing provider of animation ser- 
vices. This needs to change. Bollywood 
has many things on its plate. At the' 
same time, it still has a long way to go 
to become an organized sector and a 
booming business industry.s 
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Liquidity Crunch in India 


The Buck Stops Here 





The liquidity crunch that has plagued markets elsewhere has infected the 
Indian markets as well. As the contagion threatens to affect the health of the 
economy, the Indian policymakers have stepped in with remedial measures 
to stem the rot. However, much depends on how quickly the developed 
markets recover. 





“The best things in life are free / But 
you can keep them for the birds and bees / 
Now give me money, that’s what I want / 
Thai’s what I want, yeah / That's what 1 
want.” 

~ The Beatles 
From the song “Money” 


here is nothing like an all-en 
compassing financial crisis. 
Bloodbath at Mint Street al- 
ways makes for a great copy. Though not 
every financial crisis attains the cult 
status of the Great Depression, each re- 
mains etched in the annals of global į- 
nancial тишү as an interesting chapter 
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perate human attempts to come to 
terms with those times. However, such 
adversities have their uses: often they 
come as a systemic ‘correction’ and as a 
wakeup call to policymakers and finan- 
cial regulators. 

After maintaining for a while that 
the scare created by the US subprime 
crisis would not spill over to the mar- 
kets elsewhere, the regulators world 
over became worried when HSBC de- 
clared, in June 2007, a loss of $2 bn in 
subprime mortgage assets. And in the 
following months, as more skeletons 
tumbled out of Wall Street's closet and 
as more venerable banks were brought 
down to their knees, the initial concern 
heeame an all-round panic. And then 


the governments and regulators 
stepped in with their bailout packages 
to ride out the credit crisis and save the 
system from collapsing in what Ameri- 
can President George Bush called “ап 
extraordinary response to an extraor- | 
dinary crisis"—private debts were 
taken on, loans were written off, shares 
of hundreds of struggling banks and fi- 
nancial firms were bought, takeovers 
and acquisitions were encouraged, 
loan guarantees were issued, and 
whatnot. 


Taking CRR of liquidity 

The contagion effect of the crisis was 
felt in India when the cash in financial 
markets dried up, investment from FIIs 
desiccated, India's forex reserves, in- 
cluding gold and SDR, plunged by $10 
bn, the stock market tanked and the 
Sensex slipped below the 10,000-mark, 
and all funding sources to businesses 
remained choked. With inflation show4 
ing no signs of coming down and growthiy 
slackening, a liquidity crisis loomed \ 
over the economy, threatening to ruin 

the good work done by India Inc. in the 

last few years. 

The Reserve Bank of India (RBI), 
which had earlier taken monetary 
measures to absorb the excess money 
supply from the system to counter the 
inflation, was forced to come up with a 
slew of growth and credit management 
measures over the last few months to 
ensure ample liquidity in the system, 
such as reducing the cash reserve ratio 
(CRR) by 100 basis points to 6.596 of 
net demand and time liabilities 
(NDTL) with effect from October 11, 
2008, which injected additional liquid-; 
ity of Rs 40,000 cr into the system, 
with the total liquidity infused by RBI 
with CRR cut until now standing at 
about Rs 1,00,000 cr; holding a 14-day 
repo at 9% per annum for a notified 
amount of Rs 20,000 cr to enable 


f mutual funds; allowing banks to 
vail of a temporary additional liquid- 
ity support from RBI under the Liquid- 
ity Adjustment Facility (LAE); releas- 
ing Rs 25,000 cr as the first install- 
ment under the government's Agricul- 
tural Debt Waiver and Debt Relief 
Scheme; increasing, with immediate 
effect, the interest rate ceiling on NRI 
deposits; allowing banks to borrow 
funds from their overseas branches 
and correspondent banks up to a limit 
of 50% of their unimpaired Tier I capi- 
tal as at the close of the previous quar- 
! ter or $10 mn, whichever is higher, as 
\against the existing limit of 25%; and 
cutting the repo rate by 100 basis 
points (or one percentage point) to 896 
to encourage cheaper credit. 

Making a 8uo motu statement in 
the Lok Sabha on the financial crisis on 
October 20, 2008, Prime Minister 
Manmohan Singh assured, "Both RBI 
and government are carefully monitor- 
ing the flow of credit and will ensure 
that the additional liquidity infused 
into the gystem translates into actual 
credit. We will not hesitate to do more 
if needed." He further added, "While 
the capital adequacy ratios of all our 
banks are well above the Basel norm 
and above the RBI stipulated norm, 

overnment has promised that it will 

elp banks, which have lower ratios, to 
access funds to increase their capital 
risk weighted asset ratio to 12 per- 
cent." 


Vins meet the liquidity requirements 


PN-ing hopes on Flls 
For its part, the market regulator, Se- 
curities and Exchange Board of India 
(Sebi) announced that it would lift 
some of the controls that it had im- 
posed on the issuance of participatory 
notes (PNs) to boost foreign capital 
flow into the stock market. PNs are fi- 
nancial instruments or contract notes 
issued by registered ЕПв to overseas 
investors and hedge funds not regis- 
tered with the Sebi but interested in 
investing and trading in the Indian eq- 
ity markets. PNs are issued to the 
real investors against the securities 
purchased by an ЕП, which ensures the 
holder benefit from capital apprecia- 
tion or income from the underlying se- 
curity. PN positions on derivatives as 


well as underlying securities (or cash) 
are reported via Flis that are conduit 
for PN holders. 

While PN route may be preferred 
by investors who want to save on the 
costs involved in transactions, filing 
taxes, record keeping overheads, regu- 
latory compliance and so on, or those 
who want to test a market in a limited 
way, many opt for this mode of invest- 
ment mainly because it is simple and 
hassle-free and also because of the 
anonymity it guarantees its holders. 
Since such anonymity makes it diffi- 
cult for the regulators to know who ac- 
tually owns the underlying securities, 
PNs are always viewed with a great 
deal of misgiving and skepticism by 
regulators. Also, there are apprehen- 
sions that using the PN route, vested 
interests could manipulate the Indian 
markets and thus make it volatile. 

In October 2007, Sebi had barred 
ЕП8 and their sub-accounts from issu- 
ing fresh notes and directed them to 
wind up all their existing positions in 
PNs before March 2009. Another deci- 
sion that Sebi made then was to cap the 
issue of PNs to 40% of the total assets 
held by an ЕП. 

However, the current liquidity 
crunch has made all that a thing of 
past. CB Bhave, Chairman of Sebi, an- 
nounced at a press conference on Octo- 
ber 6, 2008, after a Sebi board meet- 
ing, that Sebi has decided to do away 
with the restrictions imposed exactly a 
year ago on the issue of PNs by ЕПв 
against securities, including deriva- 
tives, as underlying. Sebi’s rethink 
over the PNs was triggered by the 
sharp fall in the presence of overseas 
players in Indian markets, following 
the October 2007 directive. Also, sus- 
tained selling by FIIs since January 
this year has resulted in the flight of 
about $9.5 bn from the Indian stock 
markets. The share of foreign portfolio 
investments through PNs, which stood 
at over 51% in August 2007, has more 
than halved to 25% this year. No won- 
der that Bhave announced, “We are re- 
storing the pre-October 2007 position, 
when no cap existed.” 

Coming closely on the heels of the 
Indian policymakers’ decision to relax 
the rules for external commercial bor- 
rowings under which quan entities in- 
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volved in infrastructure projects could 
bring up to $500 mn without prior inti- 
mation to RBI and to ease the restric- 
tions on foreign investment in corpo- 
rate bonds and government debt to at- 
tract more foreign debt inflows, the 
Sebi move is expected to arrest the 
Stock market slide. 

Sebi's message is loud and clear: 
when markets elsewhere are imposing 
restrictions in the backdrop of fears of 
global recession, it is removing curbs 
and opening up the market, underlin- 
ing the soundness of the system. Sebi's 
move to ease the restrictions on issue 
of PNs has predictably been welcomed 
by ЕПв. Kaku Nakhate, co-head of Eq- 
uities, DSP Merrill Lynch, commented, 
"It's a welcome move and reflects the 
confidence of our regulators in the ro- 
bustness of the Indian capital markets 
amid global volatility.” 


Too little, too late? 
However, cynicism abounds. For one, it 
could be a case of too little too late, as 
many FIIs have reportedly unwound 
their position to the below 40% level. 
While the cut in CRR, no doubt, adds to 
the money supply, much to the relief of 
money market, the relaxation of curbs 
on PNs may not result in overnight in- 
flows. Though there are pointers that 
the government would go easy on FDI 
norms and loosen up existing regula- 
tions—like doing away with the cap on 
FDI in single-brand retail and allowmg 
foreign companies to buy shares from 
the stock market—to attract more capi- 
tal inflows, much depends on how 
things play out at the global level. 
Suffice it to say, irrespective of what 
is on offer from the Indian policymakers 
and regulators, capital inflow in the 
coming days would be decided by how 
fast the US and other developed mar- 
kets recover and the investor confidence 
returns. That, ifthe indications are any- 
thing to go by, would take quite some 
time. As George Bush put it in his 
speech at the US Chamber of Com- 
merce on October 17, 2008, “It took a 
while for the credit markets to freeze 
up, and it’s going to take a while for the 
credit system to thaw "x 


~ Я Venkatesan lyengar 
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Paul Krugman 





ver since its inception in 1968, the 
—ASveriges Riksbank prize in Eco- 
nomic Sciences, in memory of Alfred 
Nobel (better known as the Nobel Prize 
in Economics), has enjoyed more than 
its share of controversy. To begin with, 
it is not under the category of the tradi- 
tional Nobel Prize, i.e., not one of the 
five prizes instituted in 1895 by Alfred 
Nobel, to be awarded to these“who shall 
have conferred the highest benefit on 
mankind by their contributions in the 
fields of physics, chemistry, physiology 
or medicine, literature and peace”. The 
economics ‘Nobel’ prize was instituted, 
in 1968, by the Central Bank of Sweden 
to mark its 300% Anniversary and is 
awarced on the same selection criteria 
and through the same process as the 
Nobel prizes, and is presented by the 
King cf Sweden on the same day (Decem- 
ber 10, the anniversary of Alfred Nobel’s 
death’) and at the same function, as the 
other prizes. It carries the equivalent 
amount as cash award (SEK 10 mn, 
equivalent of about $1.5 mn). 

Over the years, many have ques- 
tioned why the award should be re- 
stricted to contributions in just one ofthe 
social sciences. Then there were those 
who wondered whether there would be 
enough laureate material, year after 
year, in such a relatively narrow domain. 
Many also thought it odd that a full 60% 
of the awardees were American citizens 
and 190% of them were men. 

When Paul Robin Krugman, 55, 
Princeton Professor and a well-known 
author and columnist, walks up to re- 
ceive this year's award, it would not sig- 
nificantly alter these percentages. How- 
ever, there would be little reason to ques- 
tion the impeccable credentials and emi- 
nent su:tability of the awardee. 


Many hats 

As an academician, writer, columnist. 
policy advisor, and persistent Bush- 
basher. Krugman wears many hats. 
Even by 1980, when he was only in his 





elite and influential community of the 
world's brilliant economists, and his 
widely acclaimed early papers secured a 
lifetime place in the academic circuit of 
international conferences and seminars. 
With his tremendous gift for writing se- 
rious economics in plain English, he 
wrote dozens of books, including that 
excellent primer for the layman, The Age 
of Diminishing Expectations. Increasing 
income inequalities in the US (the New 
Economy) is a pet theme with Krugman. 
Though Krugman comes from and re- 
spects the neoclassical mainstream tra- 
dition, he questioned many of their 
methods and evolved his own approach 
to economic research, marked by the 
blending of formal economic analysis 
with minimalist economic modeling, 
and a willingness to revise old assump- 
tions to suit new realities and to stay 
away from 'creative silliness, however 
much time-honored. Since 2000 or so, he 
has been writing two weekly columns for 
The New York Times, picked up also by 
the other newspapers all across the 
world, playing the role of a grumpy gad- 
fly. Bush bashing has been the staple 
fare in these columns and post-Iraq war, 
it has got even shriller and, to some ex- 
tent, predictable. The professor quips: 
*Bush bashing draws less adulation 
than it did a few years ago, because he is 
on the ropes. I have to pinch myself some- 
times because it was just a little less 
than three years ago that everybody was 
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Wins Nobel for Trade Theories 


we were bound to have a permanent Re- 
publican majority. But ГЇЇ take it. I'll be 
enormously relieved when this guy is no 
longer sitting in the White House." 


The Man 

Krugman was born on February 28, 
1953 in a Jewish family of Long Island, 
New York, at the peak of the baby boom. | 
He had an ‘utterly conventional’ back- 
ground. He had an ordinary education 
in one of the many John F Kennedy high 
schools in the New York suburbs, and 
followed it up with four uneventful col- 
lege years. A fondness for Isaac 
Asimov’s Foundation trilogy drew him 
to the social sciences, of which he found 
economics the most exciting. He gradu- 
ated from Yale in 1974, and moved to 
MIT to become a protégé of the great 
William Nordhaus. He received his 
PhD from MIT in 1977, and taught at 
Yale, MIT, Stanford and the London 
School. With his work on the integra- 
tion of monopolistic competition and 
competitive advantage, he established 
his reputation in academic circles by 
1980. In 1982, he was called upon toi 
join the Council of Economic Advisors of \ 
President Reagan as the chief staffer 
for international economics. 

About this phase of his life, which was 
to last just a year, Krugman says: “After 
a little while, however, I began to notice 
how decisions are really made. The fact 
is that, most senior officials have no idea 
what they are talking about: discussion 
at high level meetings is startlingly 
primitive. For example, the distinction 
between nominal and real interest rates 
tends to be regarded as a complex and 
useless bit of academic nit-picking. Fur- 
thermore, many powerful people tend to 
take advice from those who make them 
feel comfortable rather than from those; 
who will force them to think hard. That 
is, those who really manage to influence 
policy are usually the best courtiers, not 
the best advisers.” 

Krugman was obviously a very bad 
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. in Washington. But this stint enabled 
him to discover his talent for writing se- 
rious economics (for the dummies?), in 
plain English. The year 1984 saw the 
publication of his book Market Structure 
and Foreign Trade (co-authored with 
Elhanan Helpman), which synthesized 
the work on the ‘new trade theory’, the 
merger of industrial organization and 
trade that the two co-authors had helped 
pioneer. In 1991, Krugman won the John 
Bates Clark Medal, awarded by the 
American Economists' Association to 
the best economists under the age of 40. 
The note of liberalism, voiced in his 
Age of Diminishing Expectations, estab- 
lished him as a writer of stature and 
‘brought him close to the Clinton cam- 
paign in 1992. He was widely expected to 
take a key position in the Clinton admin- 
istration but that did not materialize. It 
is not unlikely that he would have some 
role in the Obama administration, if ev- 
erything goes on as expected. At the mo- 
ment, however, Krugman already leads 
a hectic life, with his teaching, his two 
columns a week (plus his blog), his re- 
search, his books, his lectures, and his 
tireless Bush-bashing. He is married to 
Robin Wells, his fellow professor at 
Princeton. The couple have no children 
and live happily in Princeton with their 
two cats, with whom the Nobel laureate- 
designate claims to enjoy a mature and 
jsupportive relationship. 


‘Prize’-worthy contribution 
The Nobel committee particularly re- 
fers to Krugman’s contributions in 
terms of his analysis of trade patterns 
and his contributions to economic geog- 
raphy. The committee says: “By having 
integrated economies of scale into ex- 
plicit general equilibrium models, Paul 
Krugman has deepened our under- 
standing of the determinants of trade 
and the location of economic activity.” 
The reference, of course, is to Krugman’s 
‘new trade theory’ and his work on the 
‘new economic geography. 
The trigger for Krugman's economic 
geography work was provided when 
{Michael Porter sent him the manuscript 
of The Competitive Advantage of Nations. 
Krugman could never read the book com- 
pletely but was struck by the book’s em- 
phasis on the role of regional industrial 
clusters. He developed models of eco- 


Krugman Speak 


>| believe it was Schumpeter who claimed to be not only the best economist, but also the best 
horseman and the best lover in his native Austria. | don’t ride horses, and have few illusions on other 
scores. (I am, however, a pretty good cook). 

>| ата strong believer in the importance of models, which are to our minds, what spear-throwers 
were to the stone age arms: they greatly extend the power and range of our insight. In particular, ! 
have no sympathy for those people who criticize the unrealistic simplifications of model-builders 
and imagine that they achieve greater sophistication by avoiding stating their assumptions clearly. 

> In general, if people in a field have bogged down on questions that seem very hard, it is a good idea 
to ask whether they are really working on the right questions. Often, some other question is not only 
easier to answer but actually more interesting! (One drawback of this trick is that it often gets people 
angry. An academic who has spent years on a hard problem, is rarely grateful when you suggest that 
his field can be revived by bypassing it). 

> If you want to publish a paper in economic theory, there is a safe approach: make a conceptually 
minor but mathematically difficult extension to some familiar model. Because the basic assumptions 
of the model are already familiar, people will not regard them as strange; because you have done 
something technically difficult, you will be respected for your demonstration of firepower. Unfortu- 
nately, you will not have added much to human knowledge. What | found myself doing in the new 
trade theory was pretty much the opposite. | found myself using assumptions that were unfamiliar, 
and doing very simple things with them. Doing this requires a lot of self-confidence, because initially, 
people (especially referees) are almost certain not simply to criticize your work, but to ridicule it. 

> There is, of course, always a risk that an economist who gets onto the policy circuit will no longer 
have enough time for real research. | certainly write an awfully large number of conference papers: 
| am a very fast writer, but perhaps it is a gift | overuse. Still, | think that the big danger of doing policy 
research is not so much a drain on your time as the threat to your values. It is easy to be seduced 
into the belief that direct influence on policy is more important than just writing papers — l've seen it 
happen to many colleagues. Once you start down that road, once you begin to think that David 
Mulford matters more than Bob Solow, or to prefer hobnobbing with the Ruritanian finance minister 
to talking theory with Avinash Dixit, you are probably lost to research. Pretty soon, you'll probably 
start using ‘impact’ as a verb. 

> | have never engaged in really serious empirical work. It's not that | dislike facts or real numbers. 
Indeed, | find light empirical work in the form of tables, charts, and perhaps a few regressions quite 
congenial. But the serious business of building and thoroughly analyzing a data set is something | 
never seem to get around to. 

2 While the MIT course evaluations rate me as a pretty good lecturer, | have not yet succeeded in 
generating a string of really fine students, the kind who reflect glory on their teacher. | can make 
excuses for this failing — students often prefer advisers who are more methodical and less intuitive, 
and | too often scare students off by demanding that they use less math and more economics. It's 
also true, that | probably seem busy and distracted, and perhaps | am just not imposing enough in 
person to be inspiring (if | were only a few inches taller ...). 


nomic geography and worked on simpli- 
fying them. His 1991 paper on "Increas- 
ing Returns and Economic Geography" is 
acknowledged as a seminal work that 
provides a clear, consistent and rigorous 
mathematical framework for thinking 
simultaneously about trade and the geo- 
graphical location of people and firms. 
His thoughts were further consolidated 
into a set of lectures and then into a book 
Geography and Trade, which has become 
a cult classic. Krugman says economic 
geography is a rich research vein with 
high potential and hopes to establish it 
as a branch of economics, as important 
as international trade. 

Patterns of modern international 
trade could not be fully or adequately 
explained by the classical theories of 


Ricardo on factor endowments and com- 
parative advantage or the subsequent 
models of Heckscher-Ohlin. As early as 
1979-80, Krugman developed trade 
models, taking into account concepts of 
monopolistic competition, consumer 
preference for variety, economies of 
scale, and the idea of increasing re- 
turns. The new trade theory models 
have already established themselves 
firmly in modern economics. The mod- 
els are acknowledged to be mathemati- 
cal masterpieces. They explain trade 
patterns better and have facilitated 
further work on theories, internationa! 
trade and economic growth.s 


— M Hanumantha Rao 
Former Deputy General Manager, State Bank of India 
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Post: Vice President- Wealth Management Post: Accounts Executive Post: Business Unit Manager 
Company: Abira Management Advisory Ltd. Company: Kejriwal Paper Ltd. Company: Muthoot Fincorp Ltd. 
Profile: The candidate must have strong Profile: Must have expert knowledge of Profile: Applicant should have experience in 
background in the area of expertise i.e. wealth accounting with relevant experience. insurance & vehicle loan sectors. 
management with experience in the financial Exp.: 5-7 Exp.: 3-5 
service sector. Location: Mumbai Location: Cochin 
Exp.: 7-12 Email: ankita.m@kejriwalgogreen.com Email: pkshiby@muthoot.com 
Location: Kolkata 
Email: debangana85@rediffmail.com Post: Asst. Manager- Accounts Post: Institutional Sales 
Company: Standard Chartered-STCI Capital Company: UUK Securities Pvt. Ltd. 
Post: Finance Controller Markets Ltd. Profile: Responsible for acquiring, servicing new & 
Company: Mission ARC Profile: Should have knowledge of accounting existing clients. 
Profile: Working knowledge of SOX and US GAAP ale жш statutory audit/ tax audit etc. А 4-9 коња 
is a must. Should have excellent knowledge of NT | ocation: Mumbai T | 
forecasting, budgeting and analysis of variances. teoria Mumbai Email: gyanchand.yadav@uljk.in j 
: 8-13 aa: ! 
е Munibsi hiring@standardcharteredcapitalmarkets.com Post: Sr. Manager- Accounts 
Email: ca@missionarc.com ло Company: Taurian Iron & Steel Company Pvt. Ltd. 
Post: Relationship Manager Profile: Should have 15+ yrs of experience with 
Posi: данини NS Prudent Corporate Advisory Services n РИ skills. 
=i a) ig Massagen "ua. Profile: Should be AMFI cleared with 4+ yrs of Location: Mumbai 
background is required with knowledge of all te Email: recruitment@tauriansteel.com 
а е € D3, Location: Ahmedabad Post: Dy. Manager- Audit 
че — f чаре за a UNITE Email: hr@prudentcorporate.com Company: Ingram Micro (India) Pvt. Ltd. 
s ) s So ew m ——————— ргойІе: Candidate should be Certified Chartered 
лей = Post: Regional Manager Accountant or CPA with with internal audit 
Мак: Delhi/NCR | Company: Shriram Fortune Solutions Ltd. working experience. 
Email: swati.hr@ektacables.co.in Profile: Applicant should have knowledge of Exp.: 4-5 
insurance concepts, basic pricing, product Location: Mumbai 
Post: Fundamental Analyst | structures, banking and financial products etc. Email: aanchal.b@ingrammicro.co.in 
Company: Standard Chartered-STCI Capital Markets Exp.: 4-8 
Ltd. | | Location: Indore Post: Associate VP- Finance 
Pr ойе: MBA (Finance) ог CFA with knowledge of Email: jobs@shriramfortune.in Company: Spandana Sphoorty Financial Ltd. 
equity markets. —»— e—— Profis MEA MICOMI CA. with experience in 
Exp.: 3-6 | Post: Asst. Manager banking Industry. should be expertise in generating 
Location: Mumbai Company: MCX Stock Exchange various reports like MIS (Management Information 
Email | Profile: Incumbent should have good System) and CIS (Credit Information System) etc. 
hir ng@standardcharteredcapitalmarkets.com communication skills with 3+ yrs of experience. Exp.: 5-8 7 
se a у. сс? 0:3 Location: Hyderabad 
Post: Sr. Fund Accountant Location: Mumbai Email: arikamehrotra@spandanaindia.com \ 
Сотрапу: Avance Consulting Services Pvt. Ltd. Email: chetan.nalawade@ftindia.com Ó—R ——————Á————— Máá— | 
Profile. CA is required with fund accounting ——————— Post: Dy. General Manager: Finance 
experience. Good audit background or thorough Post: Head- Finance Department Company: Bandhan Financial Services 
training in a reputed corporate & knowledge of Company: Bussan Auto Finance India Pvt. Ltd. Profile: Applicant should have excellent analytical 
MS office specially excel. Profile: Candidate should have good and financial knowledge. 
Exp.: 5-7 communication skills with 5+ yrs of experience. Exp.: 8-10 
Location: Delhi Exp.: 5-10 Location: Kolkata 
Email: jobs@avanceunlimited.com Location: Delhi Email: sgupta@unitus.com 
TCTO————mÓ——————— M NE ААН 
Post: Accounts Assistant ————— a náX С REDE 
Company: Zodiac Clothing Ltd. Post: Corporate Finance Company: Birla Global Finance Company Ltd. 
Profile: Candidate should have good Company: Portfolio Financial Services Ltd. Profile: Post Graduate qualification in Management 
communication skills with knowledge of Ms Excel Profile: Should have good communication skills (Finance)/ C.A. with knowledge of various 
and Tally. with 3+ yrs of experience. short-term/ long-term debt & equity products. 
3-8 Exp.: 3-8 Exp.: 3-7 
ре Mumbai Location: Ahmedabad Location: Mumbai З 
Email: hr@zodiacmtc.com Email: hrd@pfsl.org Email: bgflhrd@adityabirla.com 
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Post: Asst. Manager- Indirect Tax 

Company: BMR Advisors 

Profile: Should be LLB/ CA with experience in 
Indirect Tax consulting and Litgation. Good 
Consulting background in Indirect Tax is mandatory. 
Exp.: 4-6 

Location: Delhi 

Email: careers@bmradvisors.com 





Post: Asst. Vice President- MIS 

Company: Spandana Sphoorty Financial Ltd. 
Profile: Graduation with professional qualification 
like MBA/ CA & experience in similar role in Banks/ 
МВЕС$ with sound knowledge of IT. 

Exp.: 6-10 

Location: Hyderabad 

Email: arikamehrotra@spandanaindia.com 





Post: Finance Head 

Company: Omni Visual Media Pvt. Ltd. 

Profile: Responsible for company law, financial 
management, cost management, budgeting, 
business analysis and statutory compliances for the 
STPI and EOU, direct taxation etc. 

Exp.: 6-11 

Location: Chennai 

Email: hredoohmedia.com 





Post: Manager- Direct Tax 

Company: Varite India Pvt. Ltd. 

Profile: Chartered Accountant is required experience 
in Big 4 firms. 

Exp.: 6-10 

Location: Gurgaon 

Email: rekha@varite.com 


Post: Finance & Administration Controller 
Company: Pioneer Property Zone Services Pvt. Ltd. 
Profile: Inter CA with knowledge of compliance, 
cash flow and working capital. 

Exp.: 4-9 

Location: Mumbai 

Email: felcia.lewis@icsgroup.co.in 





Post: Manager- Risk Management 

Company: MCX Stock Exchange 

Profile: Should have 44- experience with good 
communication skills. 

Exp.: 4-9 

Location: Mumbai 

Email: chetan.nalawade@ftindia.com 


Post: Relationship Manager- Trade & FX 
Company: Ing Vysya Bank Ltd. 

Profile: MBA is required with 3+ yrs of experience. 
Should be into Trade & Fx business. 

Exp.: 3-8 

Location: Kolkata 

Email: priyanka.ray@ingvysyabank.com 
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Post: Branch Accountant 

Company: Krishidhan Seeds Ltd. 

Profile: Will responsible for Account & finance work 
of marketing branch. 

Exp.: 3-8 

Location: Trichy 

Email: jobs@krishidhanseeds.com 





Post: Business Development Manager- Associate 
Rating 

Company: Onicra Credit Rating Agency of India Ltd. 
Profile: Should have key account management/ 
corporate sales experience. 

Exp.: 4-6, Location: Delhi 

Email: career@onicra.com 





Post: Sr. Associate Tax 

Company: Ingram Micro (India) Pvt. Ltd. 

Profile: B.Com with experience in tax matters or CA 
Inter with experience in tax matters. 

Exp.: 3-6 

Location: Mumbai 

Email: aanchal.b@ingrammicro.co.in 


Post: Chartered Accountant 

Company: Pyramid Saimira Theatre Ltd. 

Profile: Incumbent should have good 
communication skills with 3-- yrs of experience. 
Exp.: 3-6 

Location: Chennai 

Email: deepa@pstl.in 





Post: Chartered Accountant 

Company: Pyramid Saimira Theatre Itd. 
Profile: Candidate is required with 3+ yrs of 
experience. 

Exp.: 3-8, Location: Hyderabad 

Email: deepa@pstl.in 


Post: Asst. Manager- Indirect Tax 

Company: BMR Advisors 

Profile: CA is required with experience in indirect tax 
& excellent communication skills. 

Exp.: 3-4, Location: Delhi/NCR 

Email: careers@bmradvisors.com 


Post: Account Asst. 

Company: E chawla And Company 

Profile: Candidate should be Graduate in Commerce 
or Accounts with knowledge of Tally 9.0, filing of 
vat returns, income tax dealings etc. 

Exp.: 3-5, Location: Delhi 

Email: earlchawla@gmail.com 


Post: Chartered Accountant 

Company: Pyramid Saimira Theatre Ltd. 

Profile: Incumbent should have good 
communication skills with 3+ yrs of experience. 
Exp.: 3-8 

Location: Hyderabad 

Email: deepa@pstl.in 
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Post: Chartered Accountant 

Company: Pyramid Saimira Theatre Ltd. 

Profile: Should have good communication skills with 
3+ yrs of experience. 

Exp.: 3-6 

Location: Chennai 

Email: deepa@pstl.in 





Post: Accounts Executive 

Company: Kejriwal Paper Ltd. 

Profile: Must have knowledge of accounting with 
relevant experience. 

Exp.: 5-7 

Location: Mumbai 

Email: ankita. m@kejriwalgogreen.com 





Post: Manager- Audit 

Company: Deloitte & Touche 

Profile: Applicant should possess good communica- 
tion skills with 4+ yrs of experience. 

Exp.: 4-8 

Location: Doha Qatar 

Email: recruit_chennai@deloitte.com 





Post: Accounts Manager 

Company: Brij Infotech Pvt. Ltd. 

Profile: B.Com with knowledge of statutory 
regulations/ laws of Income tax/ Sales tax/ Service 
tax & experience in finalization of accounts. 

Exp.: 5-10 

Location: Mumbai 

Email: jobs@brijindia.com 





Post: Finance Head 

Company: Omni Visual Media Pvt. Ltd. 

Profile: Responsible for company law, financial man- 
agement, cost management, budgeting, business 
analysis etc. 

Exp.: 6-11, Location: Chennai 

Email: hredoohmedia.com 


Post: Accounts Executive 

Company: Radhakrishna Hospitality Services Ltd. 
Profile: Must have expert knowledge of accounting 
with relevant experience. 

Exp.: 3-6 

Location: Mumbai 

Email: abhijeet.pai@rkhs.co.in 


Post: Manager- Accounts 

Company: Runwal Group 

Profile: C.A or Inter CA with relevant experience. 
Exp.: 3-8, Location: Mumbai 

Email: hr@runwal.com 


Post: Sr. Consultant- Direct Tax 

Company: Varite India Pvt. Ltd. 

Profile: Chartered Accountant/ LLB with proficiency 
in word, excel, power point, lotus notes, etc. 

Exp.: 3-6, Location: Gurgaon 

Email: rekha@varite.com 
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Nano's Shift to Gujarat 





"Business goes where it is invited and stays where it is well 
treated", is the axiom one gets reminded of hearing what Tata 
said: “We have taken the regretful decision to move the Nano 
project out of West Bengal. We have taken this with great sadness 
because we came here attracted by the nature of the Buddhadeb 
Bhattacharjee government but faced great agitation and aggres- 
sion from opposing parties led by Mamata Banerjee.” 

The ultimate shift of the Nano project from Singur to 
Gujarat has, of course, brought an end to the complex story that 
aroused political passions of different hues across the country 
for quite sometime. That aside, the whole story offers many 
lessons to learn— particularly, for the nation that is in transi- 
tion. The first is the role of the government in the entire epi- 
sode. From the statements of Tata one is tempted to conclude 
that both Tatas and the present government were quite enthu- 
siastic about establishing the unit in Simgur, but it was an 
opposition party which had—by resorting to agitation at the 
plant—made them abandon the plant halfway. This raises a 
simple but valid question: Was the government of the day not 
in a position to let its writ rule the land? Or, was it that the 
project per se had inherent weaknesses that 
made the government keep cool at the threat of 
the opposition? But in either case, it speaks 
poorly of the government and its governance. 
The fallout of this sad episode—government’s 
inability to let a legitimate business entity 
that is expected to generate a lot of employ- 
ment locally carry on its business with no dis- 
turbances—does not confine to West Bengal 
alone. It will indeed make a bad reflection on 
whole of India among the investors—be it do- 
mestic or overseas investors. One could as well 
imagine the embarrassment that the government of West Ben- 
gal has to face today in projecting the state as a prospective 
industrial destiny before potential investors and invite them 
for establishing new industries. It would be no wonder if from 
now onwards the government has to pay more in terms of ben- 
efits to the investors for attracting them to the state. 

That aside, right now, it has made the State of West Bengal 
forgo one of its best opportunities to prove that it is a place well 
set for doing business. It has indeed offered the Tatas generous 
benefits—almost free land, subsidized power on permanent 
basis and massive tax breaks—to back the Nano project, all in 
the anxiety of selling West Bengal as a state for investment for 
the first time under the communist regime after almost four 
decades. Now, it has been lost simply because the government 
has failed in ensuring *multiparty-partnership"—taking all the 
political parties into confidence—in drafting its industrial 
policy. It is, of course, a different matter that such seeking of 
collaboration from other political parties may impose con- 
straints on the party in power in offering all that the investors 
ask for establishing themselves in the state, but such a mecha- 
nism certainly provides an assurance for continuing whatever 


henefits that the eovernment offers, even in the future. This is 





Lessons to Be Learnt f 


one lesson which the nation as a whole has to learn from the 
Singur episode. This sad episode also raises a few fundamental 
questions, more in the light of the dominant role that the private 
industry is destined to play under the dispensation of ongoing 
globalization and liberalization. In our present transformation 
from public investment to private investment, where state gov- 
ernments are competing with each other to attract investments 
to their respective states by offering all sorts of benefits, it calls 
for a long-term and reliable commitment from the state govern- 
ments, for the success of large projects squarely rests on their 
timely execution, and scraping of concessions given by one gov- 
ernment by the succeeding government is sure to make them | 
unviable. It is again to ensure such stability in government poli- 
cies that there is a need for state governments to grant such 
concessions to project in association with the opposition parties. 

In the interest of industrialization and employment creation 
in the state, it is perhaps necessary for the state governments to 
intervene in the acquisition of large tracts of land from private 
ownership that is needed for establishing industrial units. Other- 
wise, the execution of projects is likely to be delayed which again 
no investor/stakeholder of a business would like 
to face. In this context it makes great sense for the 
governments to encourage the establishment of 
industrial units in lands that are not put to agri- 
culture with extensive irrigation facilities. Such 
an approach makes land acquisition easy. Si- 
multaneously, the compensation package 
worked out for such land acquisitions must also 
take into consideration the claim of people de- 
pending on such lands for their livelihood without 
of course having ownership. It is only such all- 
inclusive compensation packages that can en- . 
able governments to acquire large tracts of lands with least resis- 
tance. Secondly, encouraging usage of dry tracts of land for indus- 
trialization would also ensure that food production—which could 
only happen in fertile lands with irrigation facilities like that of 
Singur—remains unaffected in the country. 

The Singur incident also tells industrial investors, though 
subtly, that they cannot expect everything that they want to be 
offered by the state governments on a platter. They also should 
realize that acquisition of large tracts of land, without regard for 
the adverse impact it creates on the landowners and the govern- 
ments, as well is not that easy. They must therefore be judicious 
in estimating their land requirements. Similarly, they must 
also be prudent in their demand for concessions from the govern- 
ments. For instance, in the case of Singur there is an allegation 
from certain quarters of the Press that the concessions sought 
and obtained by Tatas from the government do not speak well of, 
their corporate social responsibility—precisely why they shoul 
evince concern for the rehabilitation of the farmers and laborers 
evicted from the acquired lands in the larger interest of the soci- 


ety. Then only businesses can expect to be treated well.m 
— grk 
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Barack Obama: The New Hope 


What a journey! From standing back in the queues for boarding buses, drink- 
ing water from fountains that were marked ‘coloreds’, getting meals in a brown 
paper sack at the back door of restaurants, from no entry to motels to entry into 
the White House—all within a span of four-and-a-half decades of passing of the 
Civil Rights Bill—an incredible journey! Has America metamorphosed into a 
‘color-blind’ nation? Or, become a nation of velvet with its young lot viewing their 
vote as the most valuable in a world where everything else around is losing value? 

At least, that is what Barack Hussein Obama’s assertion at his address to his 
supporters in Chicago, immediately after defeating John McCain to become the 
first African-American President in the US history, echoes: “Change has come to 
America.” Hopefully, it is, perhaps, the beginning of America letting every child of 
her “to live in a nation where they will not be judged by the color of their skin but 
by the content of their character"—living true to the spirit of slogan on its official 
insignia: E Pluribus Unum. 

Turning to realities, the first question that begs an answer is: What does 
Obama's win mean to America, the world, and particularly for India? First, to 
America, his win means a great hope and ‘great expectations’. America's reputa- 
tion in the world is today abysmally low with a record budget deficit and a $9 tn 
debt. Unaffordable healthcare is ruling the roost calling for radical changes in its 
dispensation. The collapse of the Wall Street giants and the resultant financial 
crisis have made the markets topsy-turvy. The rise in unemployment rate to a 14- 
year high of 6.596 in October is only adding fuel to fire. Amidst such crises, many 
have voted for Obama with a hope that he would ‘redistribute wealth’ to get the 
Americans out from the woes ofthe impending economic recession. Given that, the 
big challenge for Obama would be how to impose fresh taxes without letting 
capital migrate to tax-havens and the conundrum of issuing more pink slips re- 
emerge. 

Nor is there anything to gloat about on the foreign policy front. At the most, he 
may be able to shut down the notorious prisons in Gauntanamo Bay, speed up the 
pull out, if at all, of the troops from Iraq, and may hasten the nation-building 
process in Afghanistan to improve America's reputation in the world. But, the 
question that still haunts the US is: Will it enable America to win back the 
friendship of European nations? More than that, the world may be more inter- 
ested in watching how the US reconfigures its financial markets, which is more 
crucial for bringing in a semblance of order in global financial markets, which in 
itself is a very daunting task. Which is why, it is sure that certain sections will 
definitely be disappointed. 

Coming to India, it would be watching with great interest to know if Obama is 
as good as the outgoing President George Bush who put Indo-US relations on a 
new trajectory. Secondly, India will be watching with caution if his administration 
is really going to intervene in the Kashmir issue, for it strongly believes that 
Kashmir issue is a bilateral one. Thirdly, but most importantly, India will be 
wondering if he is really going to implement what he promised in his campaign: 
offering incentives to American businesses that do not outsource jobs, for it will 
affect India adversely, that too, in today's global financial meltdown. 

That aside, what a commoner in India is mightily impressed about is the 
maturity of the US democracy as reflected in what John McCain—conceding 
defeat in his speech in his hometown of Phoenix, Arizona—said: “I urge all Ameri- 
cans who supported me not just to congratulate him [Obama] but also to offer our 
president our goodwill and find ways to come together and find the necessary 
compromises to bridge our differences and leave our grandchildren and great 
grandchildren a stronger country than we inherited." He is equally impressed by 
the statesmanship of Obama, which reflects in his reciprocating McCain's felici- 
tation with an equally mature solicitation: “Т need your help." 

And, our obvious curiosity is: When will Indian democracy display such an 
awesome maturity? 


GRK Murty 
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Looking out for that 
perfect shirt to rock the party? 


Welcome to the largest store on the planet for exclusive party shirts. 


Over the years, Wodehouse Road, Colaba, has 
become just the place for most party animals. 
Blame it on the sprawling 10,000 sq. tt. fashion 
statement — the Charagh Din store. This mega 
4-storey landmark is packed with рагу 
dress -odes. 

From a humble beginning in 1947, as a small 
tailoring boutique Charagh Din has ascended 
to become the favourite of many of the rich and 
famous, the bold & the beautiful. Presently, 
Charagh Din has applied for a listing in the 
Guinness Book of World Records as ‘the 
largest shirt store on Planet Earth’. The Limca 
Book of Records already acknowledges the CD 
store as the largest shirt store in the world. 
With over 20,000-25,000 shirts at any 
given point of time, Charagh Din offers 
an unimaginable range of shirts that fit all 
occasions. A dedicated team of five designers 
create more than 100 new shirt styles, every 
day. Of these, just 20-25 creations make the 
grade for retailing every day. Just to make sure 
that every shirt that’s created definitely rocks. 
Wanna party? Charagh Din is the right place 
to start. Indulge in the largest range of styles, 
fabrics, cuts, collars and deswns starting from 
Rs 330 onwards. Here, you'll find everything 
that lights up the evening — funky party 
designer shirts, teeny hoods, flaps, interesting 


buttons, large collars. So, whether you are 





If the store didn't seem large enough, Charagh 
Din also houses its entire collection on one 
comprehensive website: www.charaghdin.com. 
One click here or at www.cdshirts.com and 
you can enter a universe of spunky, vibrant, 
electric party shirts. You can chat here, live, 
during working hours. Or order shirts that are 
delivered nationally, within 48 hours. 

To know more about Charagh Din, visit 
their store at 64, Wodehouse Road, Colaba, 
Mumbai 400 005. 

Call 91-22-2218 1375/7870. Or log on to 


their website: www.charaghdin.com or 





www.cdshirts.com. Open 365 days a year. 
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Exclusive Party Shirts 
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lounging, pubbing, shaking your booty in a 
disco, there's a shirt that fits right in. Choose 
your pick and rock the party. 
To make the store truly complete, Charagh 
Din also offers a slew of Casualwear, Business 
Shirts, Sports Shirts, Designer Shirts, Kurtas, 
T-shirts. 
Hold on. There's quite a range of Crushed, 
White-collared, Silk prints, Crepe de Chine, 
hand-embroidered Kurtas, Golf Shirts, over 
30 different formal whites, Chinese-collared 
shirts available in each size. 
Add to this, over 200 different Checks, 
wide collars, polo neck Tees, stripes, 
V-necks, Boat necks, and imported & Indian 
linens. And Ditto — a hip, unisex brand 
for teenagers. 
A CD shirt is not merely a shirt. It is a statement 
of power. А signature of self-assurance. To 
over 6,00,000 satisfied customers worldwide, 
the CD logo stands for the ultimate in 
sophistication and good taste. In fact, the CD 
store has a steady throng of celebrities — all 
looking for a piece of the action. Vijay Mallya, 
Randhir, Rishi, and Rajeev Kapoor, Ram 
of Jethmalani ind Faroog Abdullah — some of 
the world’s most discerning men — have been 
loyal customers. And there are so many more 
who want only one thing — a shirt that’s life of 


the party. 








We know the challenges that tomorrow will bring аге the greatest of our 
lifetime—two wars, a planet in peril, and the worst financial crisis in a century. 
There is new energy to harness and new jobs to be created, new schools to build 
and threats to meet and, for us to lead, alliances to repair. 


- Barack Hussein Obama 
President-elect, USA 


Our message to the G20 will be that they must do everything in their power 
so that the process of development, particularly with regard to the millennium 
development goals, is nct adversely affected by the global economic crisis. 

- Manmohan Singh 
Prime Minister, India 


The crisis should not be an excuse to go into a protectionist cocoon. That 
would be the worst way to resolve the crisis. Without the free flow of goods and 
services and capital, there is no way in which the world will recover and get back 
to the growth path. 


- P Chidambaram 
Finance Minister, India 


I was surprised by the quantum of fall in the fuel index. After consolidating 
around this level for coming weeks, | expect the inflation number to drop to 8% 
territory by the end of November. 


- Saumitra Chaudhari 
Member, PM’s EAC and Economist, ICRA 


Russia has an aging population that’s not being replaced and unfortunately 

a sickly population, and an economy that did not take advantage of higher oil 
prices to diversify. 

- Condoleezza Rice 

US Secretary of State 


The G20 Summit would become a step toward the establishment of a new 
global financial system. I cannot promise you that a new Bretton Woods system 
emerged in Washington, but it is absolutely clear that a step toward the creation 
of such a system has been made. 

- Dimitry Medvedev 
President, Russia 


Agreements at the G20 Summit represented a significant step by the inter- 
national community toward stronger cooperation aimed at resolving the global 
financial crisis, and supporting the IMF's capacity to contribute to these 
efforts. 

- Dominique Strauss-Kahn 
Managing Director, IMF 
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Home Loan in 6 days! 
| From India's only Retail Loan Factory 
* For individuals / NRIs / PlOs 


• For construction/purchase of new or old house/plot, 
extension of existing house 


* Loans up to Rs.100 lakhs 





e Repayment up to 25 years 


Call toll-free no. 1-800-22-4447 
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Historic Win 


The exceptional team spirit 
among the players helped 
India crush world champien 
Australia in the four-match 
Test series,which con- 
cluded in the second week of 
November 2008. This his- 
toric win has lifted India 
one spot above South Africa 
to the second position in 
the latest ICC Test rank- 
ing. However, this Test se- 
ries will be remembered 
more as the last Test series 
of the two of the most fa- 
mous names in Indian as 


N A T I 


international 
cricket, Saurav Ganguly 
and Anil Kumble, 

Ganguly is undoubtedly 
one of the best southpaws 
ever produced by India. 
Winning abroad became a 
habit under his captaincy. 
Anil Kumble, the highest 
wicket-taker for India in 
Test series, on the other 
hand, is a role model for a 
billion of Indians with his 
magnificent performances 
on the cricket field for 
nearly two decades. With- 
out an iota of doubt, both 
were true leaders with their 


well as 


Proud Achievement 


The launch of Chandrayaan 
is certainly a big event, as 
it put India into the elite 
space club. India suc- 
ceeded in sending its lu- 
nar craft in the first at- 
tempt and became the 4" 
nation to land on the 
moon, with the maiden 
voyage of Chandrayan-1 
spacecraft. The specific 
objective is to identify the 
possible sites for future 
landing of the country’s 
second lunar craft 
Chandrayaan-2, which is 
scheduled for launch in 
2012. During its two-year 
probe, the remote semsing 
satellite, Chandrayaan 
will search for different 
metals and radioactive el- 
ements on the moon’s sur- 
face. It will also seareh for 
Helium-3, an isotope rare 
en earth, a potential 
source of energy in the fu- 
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ture. To avoid possible 
risks, the ISRO sent the 
craft via orbital path in- 
stead of sending it directly. 
The renewed interest in 
space missions may result 
in further explorations of 
space in the coming years. 
So far, around 65 lunar 
missions of Russian and the 
US Ranger series of satel- 
lites have passed by the 
moon. India’s success has 
revived the global scientific 
interest in the moon, which 
was on the ebb after the 
Apollo missions in 1972. 
The success of Chandrayaan 
brings in new business op- 
portunities for India, as it 
will initiate further sophis- 
tication of Indian Space sys- 
tems. In addition, it will 


help India develop suitable 
technologies and engineer- 
ing systems needed to oper- 
ate in space. The total cost 


O N A L 


never-say-die attitude, de- 
termination and unflinch- 
ing passion that helped 
them stubbornly back the 
young and talented players 
and take India to the zenith 
of success. Now, Team India 
is fortunate to have got a 
good leader in Mahendra 
Singh Dhoni, who has al- 
ready proved his creden- 
tials as an inspiring cap- 
tain. In the depressing sce- 
nario of global financial 
meltdown, Team India’s 


victory in the Test series 
comes as a huge morale 
booster. 





of the Chandrayaan 
project, about $86 mn, is 
less than even the cost of a 
Boeing 747 aircraft. By 
spending very less 
amount, the ISRO could 
create more sophisticated 
satellites and market 
them at the international 
level, as it surely makes 
good commercial sense. 
Moreover, the success of 
this project not only gives 
improved technology, but 
also helps upgrade the 
quality of life of the Indian 
people in many ways. 





Bounced Back 


Industrial production output 
grew 4.8% in September, 
well above 1.4% in August, 
by reversing the earlier 
trend, but still it is below 7% 
in the same month last year. 
The growth in September 
numbers was mainly be- 
cause of the increase in pro- 
duction to meet the festival 
demand in October. Manu- 
facturing, which contributes 
around 80% in the index, 
grew by 4.896 in September 
from 7.4% a year ago, while 
electricity generation grew 
by 4.4%. Mining increased to 
5.7% from 4.9% in Septem- 
ber 2007. The capital goods 
segment grew at 18.8% dur- 
ing the month, consumer 
durables 13.1%, basic goods 
4.6% and consumer non- 
durables 2.8%, but, interme- 
diate goods recorded a fall of 
3.3%. 

The provisional figure of 
1.3% for August was revised 
to 1.42%, which many policy 
makers have described as an 
aberration. In the first half of 
this fiscal, manufacturing 
grew by almost half at 5.2% 
from 10% 
whereas electricity was se- 


a year ago, 


verely down to 2.5% from 
7.7%, and mining to 3.8% 
from 4.9%. In short, the Sep- 
tember numbers summed 
up the adverse credit market 
disruption, signs of export 
growth decline, and slow 
growth in excise and cus- 
toms collections. However, 
experts caution that October 
numbers could be worse still 
as factories have cut down 
production. 
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Outsourcing and 
the New American 
Regime 

The 2008 US Presidential 
Elections are undoubtedly 
significant in America's 
history. Barack Obama's 
landslide victory to the 
White House as America's 
44% President is expected 
to bring in radical changes 
in America as well as 
across the world. The new 
President, while accepting 
his victory, said, “It’s been a 
long time coming, but to- 
night, because of what we 
did on this day, in this elec- 
tion, at this defining mo- 
ment, change has come to 
America." At a time, when 
people across the world are 
hailing Obama's victory, In- 
dia is becoming very anx- 
ious and is seriously watch- 
ing every move of Obama. 
This anxiety was kicked off 
by Obama himself when he 


announced, in one of his 


f Oil’s Steep Drop 


Oil prices fell to a 22-month 
low of $55 a barrel, amidst 
increasing gloom about the 
global economy. With 
OPEC's decision to cut out- 
put again as early as end- 
November, the pressure on 
oil prices may continue, as 
fears of weaker interna- 
tional economic growth and 
consumption loom. OPEC of- 
ficials are worried about oil's 
steep drop from a record high 
of over $147 a barrel per day 
(bpd) in July, as it has lost 
about $91 or 62%. The rea- 
sons for the decline in oil 
prices in the US and other in- 
dustrialized nations include 
recent high energy prices and 
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speeches, that there would 
be no tax sops for companies 
that outsource work out of 
the country. He also said, 
"We strongly oppose 
outsourcing of US jobs to In- 
dia and other countries." 
With this, Obama seemed to 
have touched a raw nerve, as 
there is a general feeling 
that many American citi- 
zens have lost out on jobs 
due to their jobs being 
shipped to India. So India is 
trying to figure out what 
Obama's anti-sourcing pitch 
could mean to its BPO in- 
dustry. 

Over 80% of the BPOs 
and call-centers in India are 
regulated by the US compa- 
nies, which account for 
about two-thirds of the 
Indian BPO market. Accord- 
ing to NASSCOM, BPO ex- 
ports have been the fastest- 
growing segment of the 
Indian IT-BPO sector. They 
have grown from $3.1 bn in 
fiscal 2004 to $11 bn in 


the financial crisis. However, 
statements from the oil pro- 
ducers' group clould not to 
lift oil prices, as investors 
pay attention on near-term 
demand worries after the US 
Energy Information Admin- 
istration (EIA) announced 
cutting down America's 
2008 oil demand outlook. As 
per analyst predictions, the 
US weekly inventory for 
crude oil stocks rose 1.2 mil- 
lion barrels last week, while 
distillate and gasoline in- 
ventories were seen rising by 
800,000 barrels and 300,000 
barrels respectively. 


According to EIA, in US, 


the world's largest con- 
sumer of oil, demand for oil 





2008, and currently account 
for 3796 of the global busi- 
ness process off-shoring pie. 
They sustain an employee 
pool of more than 700,000. 
In this backdrop, the anxi- 
ety of Indian IT/ITeS com- 
panies was reflected in 
their share prices, which 
fell drastically after 
Obama had made the said 
remark on outsourcing. 
However, the industry ex- 
perts feel that he could en- 
courage Indian investment 
in US, and the latest news 
reports also indicate that 
Obama has assured ‘high 
priority’ to India. 


is expected to reduce by 
more than one million bar- 
rels per day (bpd). The EIA 
also estimated world oil de- 
mand to increase by only 
just 100,000 bpd in 2008 
and nearly flat in 2009, as it 
cut its 2009 oil price fore- 
cast to average around 
$63.50 a barrel. China’s 
economy also shows signs of 
being hit by the global down- 
turn, following a slump in 
Chinese annual industrial 
output to 8.2% in October, 
the weakest reading since 
2001, as manufacturers 
struggled with a drop in ex- 
port demand and weakness 
in the domestic property 
market. So, oil analysts feel 


that if prices continue their 
decline and the world 
economy also weakens, pos- 
sibly OPEC will have to 
take a further decision on 
supply statistics. 


G20 Summit 


The G20 Summit held in 
Washington on November 
15 and 16, 2008 is described 
as an extraordinarily suc- 
cessful summit by most of 
the leaders who attended 
the Summit. Many issues, 
including credit rating 
agency reform, accounting 
standards convergence, and 
affirmation of open trade 
and investment, were dis- 
cussed in the meeting. 

The meeting became a 
platform for the leaders of 
the G20 to vow to reverse the 
looming global recession and 
prevent future financial up- 
heavals. The group vowed to 
help developing countries get 
access to financing, including 
ensuring that the Interna- 
tional Monetary Fund and 
other multilateral develop- 
ment banks have sufficient 
funds. And, it said that the 
poorest countries should 
have a greater voice at the 
World Bank and IMF. US 
President George W Bush 
also added that the leaders 
of G20 ought to consider ex- 
tending voting power and 
representation to developing 
nations, particularly those 
who increased the contribu- 
tions to the institutions. 


However, some analysts 
felt that the Group left sub- 
stantive issues to future 
meetings, and was unable 
to bridge the ideological gap 
and articulate a coordinated 
global response to the cur- 
rent financial crisis. = 
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Gontinuing 115 growth momentum of the last few years, India Inc. came out with another show of ste 
performances in the financial year 2007-08, with several individual brilliant performances and new milest 
ife Analyst 500 once again brings you insights into the performances of India’s largest 500 companies 


eventful year. 
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Consistency is the hallmark of 
winners. 
- The 99 Success Secrets of Jesus 


onsistency is what counts. And, 
perhaps, nothing matters more 
than a consistent performance, 
achieved especially when the going gets 
tough. In acknowledgment of this trait 
as the hallmark of a winner, we identify 
consistency (in performance) as the 
theme for this year's annual special is- 
sue, The Analyst 500. 

Great companies like great 
sportspersons believe in consistently 
churning out their best performances, 
creating new milestones, one after an- 
other, with every performance of theirs. 
It does not matter to them what the set- 
ting is, who the rivals are, and how chal- 
lenging the environment is. As the glo- 
bal business environment suddenly 
turns gloomy, the focus is back on the 
consistency factor, and rightly so. The 
Analyst 500 exclusively focuses on this 
aspect, as India Inc. faces a tough busi- 
ness environment in the aftermath of 
the global credit crisis, which also ex- 
poses it to an unprecedented challenge 
of this kind after embarking on the lib- 
eralization and globalization band- 
wagon nearly two decades ago. While 
the performances under study pertain 
to a period much before the global credit 
crisis unfolded and became pronounced 
(it was not until at least before the mid- 
September this year when the US in- 
surance giant revealed about its finan- 
cial woes related to its exposure to de- 
rivatives called the Credit Default 
Swaps, which also signaled the onset of 
the global credit crisis), the fiscal 2007- 
08 nevertheless marked a change in the 
business environment, as corporate In- 
dia was beginning to face a slew of chal- 
lenges. First and foremost, the rising 
rupee had begun to make a dent in the 
bottom line and hence in the confidence 
of major export-driven sectors such as 
software, BPOs and textiles, among 
others. This was also the period when 
international crude oil prices were on a 
fire, which substantially hit the profits 
of domestic oil refinery and marketing 
companies. Crude oil prices doubled to 
touch a record $100 per barrel for the 
first time in January 2008 from $50 per 
barrel a year ago. Апа if this was not 
enough, a combination of rising com- 
modity prices and interest rates just 
added to the pressure on the domestic 
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firms. Led by strong commodity prices, 
the headline inflation, based on move- 
ment in the Wholesale Price Index 
(WPI), touched a high of 7.7% at the end- 
March 2008 from 5.996 a year ago. And 
now with the unfolding of the worst ever 
credit crisis of modern times since the 
Great Depression of the 1930s, which 
has shaken the global economy to its 
core, India Inc. faces unprecedented 
challenges. Can they sustain their re- 
cent sterling performances? 

Against this backdrop, our annual 
special issue, The Analyst 500 carries 
insights from analysis of financial per- 
formances of India's top 500 publicly- 
listed companies for the fiscal year 
2007-08. Besides analyzing the perfor- 
mances of these companies on the basis 
of Net Sales, the sole criteria for their 
rankings in the 500 list, the analysis 
also includes the performances of com- 
panies on various other parameters, 
such as operating profit margin, net 
profit margin and Profit After Tax 
(PAT), so as to get a comprehensive pic- 
ture about the financial soundness of 
the companies ranked. 


Ready, steady, go 

For the financial year 2007-08, the com- 
panies across the sectors have notched 
up substantial growth in net sales in 
The Analyst 500. For instance, The Ana- 
lyst 500 companies delivered net sales 
of a whopping Rs 23,26,294 cr during 
the fiscal 2007-08, a jump of 20.43% 
over last year. Another interesting in- 
sight that emerges from our study is 
that these top 500 companies account 
for 90.4% of the total net sales of 
Rs 25,73,002 cr generated by 2,502 
BSE-listed companies which we consid- 
ered for our study. 

In terms of sector-wise perfor- 
mances, once again the top honors go to 
the refinery industry. The other sectors 
which figure in the list of top 10 are 
Banking, Steel, Electricity, Trading, Ce- 
ment, IT and Telecom. However, the dif- 
ference in terms of their respective 
share in the total pie (overall net sales) 
is drastic. For instance, the top con- 
tributor, refinery sector, which accounts 
for the lion’s share of 28.92% in the over- 
all net sales generated by the compa- 
nies in The Analyst 500, is way ahead of 
others like Banking with a share of 
13.08%, Steel with 4.76%, Trading with 
4.12%, Software with 3.55%, Power 
with 2.76%, Telecom with 2.53%, and 
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Cement accounting for as little as 
2.16%. Our study further suggests that 
25 companies in the list have clocked a 
growth of more than 100% in net sales, 
while 78 companies have achieved triple- 
digit growth in their profits after tax. 

In zerms of individual sector's repre- 
sentation in the 500 list, Banking sec- 
tor tops with 37 entries, followed by 
Drugs & Pharmaceuticals with a tally 
of 25 companies, Steel industry with 20 
entries, Trading with 19 entries and 
Computer Software with 18 companies. 
Interestingly, there are a few industries, 
such as Abrasives, Bakery Products. 
Crude Oil & Natural Gas, and Electric- 
ity Distribution, which have only one 
representation each. A total number of 
70 companies make their debut in this 
year's 500 list, notable among them in- 
clude Reliance Communications Ltd. 
(rank, 29), Reliance Infrastructure 
(rank, 63), and Kingfisher Airlines Ltd. 
(rank, 196). Demonstrating sheer consis- 
tency, interestingly, all the top 10 compa- 
nies in the 500 list have retained their 
rankings from the last year, with the lone 
exception of NTPC, which has lost one 
rank to ICICI Bank, which moves up to 
number 8 (from number 9) in this year's 
league table. We now take a look at the 
performances of the top firms from some 
of the major industries. 


Refinery: It's rocking 

Refinery sector once again leads the 
league table this year as well with a su- 
perlative performance. Topping the in- 
dustry list as well as The Analyst 500 
rankings is the public secter giant, In- 
dian Oil Corporation (ТОС) with net 
sales of a huge Rs 2,49,625.21 cr in the 
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fiscal year 2007-08. The company regis- 
tered a rise of 12.88% in net sales over 
the previous year. However, a lower op- 
erating profit margin resulted in a fall 
of 7% in the net profits during the said 
period. Following IOC is the private sec- 
tor behemoth, Reliance Industries Ltd. 
Interestingly, the gap in the net sales 
generated by the numero uno IOC and 
that of RIL is a massive Rs 1,10,316.45 
cr. However, RIL overwhelms IOC and 
others in the league table in terms of 
parameters like PAT and Market Capi- 
talization (M-Cap). RIL enjoyed a 
Profit-After-Tax (PAT) of Rs 19,506.39 
cr which is much higher than any of the 
company figured in the 500 list, with its 
close competitor ONGC clocking a fig- 
ure of only Rs 16,701.65 cr. In terms of 
M-Cap too, RIL leads the show all the 
way with a massive Rs 3,53,688.43 cr in 
the market capitalization. 

RIL is followed by BPCL and HPCL 
at No. 3 and No. 4, with net sales of 
Rs 1,11,223.92 cr and Rs 1,06,082.42 cr 
respectively. However, both the compa- 
nies reported decline in profits mainly 
due to marginal fall in their respective 
operating profit margins during the fis- 
cal 2007-08. 

Leveraging on the twin factors of 
cost competitiveness (with capital costs 
25-3096 lower as compared to the other 
Asian rivals like South Korea and 
Saudi Arabia) and availability of huge 
pool of technical manpower, India is 
emerging as the new hub for global oil 
refining industry. At present, the major 
refiners in the country are all set to en- 
hance their refining capacities. Leading 
the show is the corporate behemoth Re- 
liance Industries Ltd. The Mukesh 
Ambani-led Petrochem-to-retailing gi- 
ant is soon, before the end of this year, 
going to commission a new refinery near 
its existing plant in Jamnagar, 
Gujarat, which will be the world's sixth 
largest refinery with an annual crude 
processing capacity of 580,000 barrels 
per stream day (BPSD). The commis- 
sioning of the new plant will mean that 
the RIL-RPL combine will become the 
world's largest single-location refinery. 
Further, according to official estimates, 
the country will soon be adding a refining 
capacity of about 110 million tons per 
annum planned over the next few years. 
India currently has the 10" largest refin- 
ery capacity in the world and the new re- 
fineries will raise the country's total ca- 
pacity to over 247 million metric tons 








STATE BANK OF INDIA (SBI) 
Founded: 1806 

The Analyst 500 Rank: 5 

| (Previous Rank 6) \ 
; 2008 Net Sales (сг): 
| Rs 57,525.04 | 
Headquarters: Mumbai 





from the present 156 mmt, as at the end 
of 2007. Sure, the sector is going to wit- 
ness hectic activities in the days to come. 


Banking — Happy days are here 
again 


Not only has SBI topped in terms of 
notching up a stupendous top line (Net 
Income) figure of Rs 57,525.04 cr in FY 
2007-08, which is way ahead of the pri- 
vate sector rival, ICICI Bank, the next 
best performing bank in terms of top 
line, but also has outgrown the latter in 
terms of PAT growth (48% vs. 3496), and 
registered much higher operating profit. 
In fact, even in terms of the m-cap, SBI 
enjoys a much higher lead over its пеат- 
est competitor (Rs 1,06,296.43 cr vs. Rs 
1,01,388.59 cr). The two banks have 
also improved their rankings by gaining 
one notch each. Further, in keeping with 
the consistency factor, SBI maintains 
its lead over rival banks by once again 
topping this year’s rankings for the 
third consecutive year. Following ICICI 
Bank are Punjab National Bank (over- 
all rank 24) and Canara Bank (overall 
rank 26) with net sales of Rs 40,346.51 
cr, Rs 16,058.4 cr and Rs 15,757.62 cr 
respectively during the said fiscal year. 
However, in terms of notching up the 
highest growth in PAT, it is the private 
sector bank, the Development Credit 
Bank that outdoes the other industry 
peers by registering more than fourfold 
jump in its bottom line in FY 2008. 
Another interesting aspect is that 
the PSU banks have outshone their pri- 
vate sector rivals in the league table 
and dominate the rankings. Neverthe- 
less, private sector banks are way be- 
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Operating Expenses/Total Assets* 


Scheduled Commercial Banks Z£I- Ee 20 14 
Public Sector Banks oe 177 16 3141 
Old Private Sector Banks ҮЗ HEPCMICOT 
New Private Sector Banks 29 29 26 23 


Foreign Banks | ИН ШӨ. ыд, ВА 






Scheduled Commercial Banks 20 23 24 20 











24 
Public Sector Banks al 2] Z1 17 22 24 
*. Old Private Sector Banks 29 25 24 18 24 27 
New Private Sector Banks ao LA 20 2A 24 27 
Foreign Banks 42 34 37 39 38 38 
ыы 
Scheduled Commercial Banks 10 10 10 09 10 09 
Public Sector Banks 09 09 10 07 09 06 
Old Private Sector Banks 115 39 12 07 10 08 
New Private Sector Banks 08 10 11 11 10 06 
Foreign Banks 22... 18 :09 . 24 1B. 28 
Scheduled Commercial Banks 28 27 26 24 24 24 
Public Sector Banks 29 28 26 24 24 22 
Old Private Sector Banks 41 28 27 '23 23 ЭА 
‚ New Private Sector Banks 25 26 27 29 29 32 
/ Foreign Banks 20 319 19 18 18-- 19 
Scheduled Commercial Banks 1x 342 LP 733 К ЖАЫ, 
Public Sector Banks Lé jd 17. T1 11 10 
Old Private Sector Banks 09.99. 07... 07 07 08 
New Private Sector Banks w la 14 14 14 15 
Foreign Banks 08 08 08 08 08 07 
Scheduled Commercial Banks 120.198 BIT RI 131. 3127 
Public Sector Banks 129 128 127 126 126 123 
Old Private Sector Banks 130 131 137 141 . 141 139 
New Private Sector Banks 115 159 154 144 144 141 
dj Foreign Banks 12:3. 114 118 134. 134 . 122 





Source: Reserve Bank of India, Annual Report 2007-08 
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hind when it comes to their share in the 
market pie. According to official statis- 
tics, public sector banks account for 
more than 78% of the overall market 
share, while a little less than a quarter 
is left to be shared between the private 
and foreign banks. 

Also, among all the sectors in The 
Analyst 500, the banking sector has per- 
formed well compared to other indus- 
tries. However, notwithstanding these 
laurels, there is a long way to go for the 
Indian banking sector in terms of achiev- 
ing and enhancing financial inclusion, di- 
versifying their risks and adopting inter- 
national best practices. Already, some 
banks have taken initiative in that direc- 
tion and are planning to set up opera- 
tions in semi-urban and rural areas for 
their expansion. The domestic banks 
have also embarked on the global expan- 
sion through Mergers and Acquisitions 
(M&As) as well organic route. Another 
challenge is coming in the wake of the 
Basel II (all the scheduled commercial 
banks in the country have to adhere to 
the Basel II guidelines by March 31, 
2009) as well as the post-March 2009 
deadline when entry norms for foreign 
banks will be further relaxed. In the wake 
of Basel II, the banks face greater chal- 
lenge in raising additional capital to 
maintain an average CRAR (Capital to 
Risk-weighted Assets Ratio) or Capital 
Adequacy Ratio of 12% by March 2010. 
Besides, the banks also face greater chal- 
lenge in improving their risk manage- 
ment system, as they migrate to the new 
international norms under Basel II. Fur- 
ther, beginning April 2009, the branch 
restriction on foreign banks will be 
liberalized. 
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Steel Industry — SAIL(ing) high 
The Indian steel industry has been ex- 
periencing a sturdy growth on the back 
of a strong domestic demand and rising 
international prices. The public sectcr 
giant, SAIL, once again steals the show 
by grabbing the top spot in the steel in- 
dustry in terms of not only net sales, but 
also profitability and m-cap. SAIL, 
which is also India's largest steel pro- 
ducer, notched up net sales of Rs 
40,724.23 cr in FY 2007-08. Tata Steel, 
the largest private sector steel pro- 
ducer, and fifth largest global steel 
maker, post-Corus acquisition, main- 
tains its second ranking in the industry 
followed by JSW Steel Ltd. and Ispat 
Industries Ltd. To maintain the growth 
momentum, Tata Steel is planning to 
increase its production capacity further 
as it is going for major joint ventures in 
Mozambique, Ivory Coast, Oman and 
India. While companies like Bhushan 
Steel Ltd., JSW Steel Ltd. lag behind 
their bigger rivals like SAIL and Tata 
Steel, nonetheless they boast of impres- 
sive growth in terms of growth in oper- 
ating profits with figures of 31.84% and 
27.72% respectively. 

Despite the fears of a global reces- 
sion, Indian steel majors sound bullish 
and optimistic about their future 
growth. Domestic steel majors like 
Tata Steel believe that the developing 
countries like India and China, which 
face huge infrastructure deficit, will 
continue to be an important engine for 
growth. The demand will also come 
from the automobile and consumer 
durables sectors, both of which expect 
rising consumptions in these emerging 
economies. On the flipside, while there 
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was a rise in demand over the last few 
years, the top players in the industry 
have not been able to maintain their 
net profit margins. 


Automobiles: In top gear 

Tata Motors, the biggest commercial 
vehicle maker in India has once again 
topped the automobile industry 
rankings. The company recorded net 
sales of Rs 29,281.28 cr for the FY 
2007-08. Suzuki-owned Maruti Suzuki 
India Limited, India's largest car 
manufacturer, stands at the second po- 
sition, leading the passenger car seg- 
ment with net sales of Rs 18,599.9 cr. 
The company is ranked 20" in The Ana- 
lyst 500. Mahindra & Mahindra Ltd., 
the market leader in utility vehicles 
segment in India with net sales of Rs 
11,475.79 cr, is ranked 36" in The Ana- 
lyst 500. The company, however, regis- 
tered the lowest percentage change in 
PAT (3.27%) in passenger car segment. 
Ап interesting fact in this year's rank- 
ing regarding the two and three- 
wheeler segment and passenger car 
segment is that except for two compa- 
nies, Hero Honda Motors Ltd. and 
Hindustan Motors Ltd which rank 39 
and 450 in The Analyst 500 respec- 
tively, the rest of the companies in this 
segment recorded a negative change in 
Net Profit Margin for FY 2008. This 
trend is attributed to the declining 
sales volume and increasing input 
costs. In the month of October 2008, 
auto industry saw the biggest fall in its 
sales of vehicles by 14.42% in the last 
eight years. Nevertheless, the domestic 
automobile industry, though going 
through the rough phase on account of 
the global credit crunch, high domestic 
interest rates and high input cost, is ex- 
pected to perform better in comparison 
with its international counterparts be- 
cause of strong domestic demand, 
which will boost the sales growth 
slowly but will have positive increase in 
the years to come. 


Telecom Industry — Ringtones of 
success 

Indian telecom industry is experiencing 
an unprecedented growth. Thanks to 
the phenomenal growth in the mobile 
telephony subscriber growth, the coun- 
try has emerged as the second largest 
and fastest growing telecom market in 
the world, next only to China. The phe- 
nomenal growth of the sector is attrib- 
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uted to a host of factors, including the 
ongoing reforms, liberalization anc 
strong competition among the telecom 
players. Buoyed by the subscribe1 
growth and growing demand for value. 
added services, the telecom companies 
have been enjoying good margins anc 
substantial profit growth. “India’s tele- 
communications landscape saw rapid 
growth over the last few years, as the 
regulatory climate has improved and 
private carriers have invested aggres- 
sively in nationwide network deploy- 
ments,” according to Matt Walker, Se- 
nior Analyst, Ovum. 

The telecom giant, Bharti Airtel 
tops the intra-industry rankings with 
net sales of Rs 25,823.73 cr in FY 2007- 
08. The company also moves up one po- 
sition in the overall rankings from 15% 
last year to number 14 in this year’s list 
of top 500 companies. The Sunil Mittal- 
promoted telecom major has also out- 
performed its industry peers in terms of 
PAT and Market Capitalization. Rapid 
expansion in subscriber base and focus 
on VAS away from voice-based services 
have fetched it good rewards. Anil 
Ambani-promoted Reliance Communi- 
cations makes its debut in The Analyst 
500 with net sales of Rs 13,935.56 сг 
and grabs the second position, while it 
is placed at the 29" position in the over- 
all ranking. With an overall subscriber 
base of 229 million, it is ranked fifth 
globally, while with the wireless sub- 
scriber base of 189 million it is ranked; 
as the third largest wireless carrier in 
the world. 

Ап interesting insight is that all the 
debutants from the industry in the 500 
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list have shown good performance this 
year. For instance, Spice Communica- 
y tions, though lags behind its industry 
peers in terms of net sales, however, 
outperforms them in terms of growth in 
net sales as well as operating profit 
margin. The public sector giant MTNL 
drops 17 ranks (from 64 to 81) in The 
Analyst 500, attributed largely to lower 
growth in net sales. 

The future looks bright for the sector, 
given the low telecom density level, de- 
spite the recent spurt, and rising sub- 
scriber base. Experts suggest that the 
next big growth, however, will be driven 
by the demand from the grossly 
underserved rural sector in the country. 
For this to happen, there is a need to 
\ boost the broadband penetration as well. 

According to Kamlesh Kalwar, Analyst, 
Frost & Sullivan, India’s rural market is 
going to be the next big thing for wireless 
service providers. With the teledensity in 
rural areas at less than 10% against the 
national average of about 21%, there 
seems to be huge untapped potential for 
mobile phone penetration in rural India. 
The mobile subscriber base grew at a 
compound annual rate of 18.3% between 
2007 to 2013, and it is projected to jump 
manifold to a rate of 53.4% by the end of 
2013. “While subscriber growth would 
gradually slow down as the market satu- 
rates, we expect a combination of factors, 
such as acceleration of fixed-to-mobile 
substitution, expansion of rural market 
coverage, increasing competition result- 
ing in the introduction of innovative cel- 
lular service packages, and the cheaper 
entry-level handsets, to stimulate future 
growth,” said Kalwar. 


IT’s right there 

Despite all the talks of doom and gloom 
in the global outsourcing arena, Indian 
IT industry continued to hold the high 
ground. Need a proof? According to the 
industry association, NASSCOM, this 
year Indian IT industry grew at a 
healthy CAGR of 33% to reach $64 bn in 
FY 2008, higher than the growth rate 
recorded by the global IT service indus- 
try. The robust growth has come on the 
back of strong domestic demand as well 
as solid export growth. Of late, the In- 
dian IT industry, which is thriving to se- 
‘cure its position globally, is shifting 
from low-end Application Development 
and Maintenance (ADM) services to the 
higher-end value-added services, viz., 
product development, consulting, pro- 
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viding turnkey solutions and robust 
R&D. This shift in service approach by 
the top IT industry players has resulted 
in 50% export revenues generation 
through project-based services. 

According to Gartner’s RAS Core 
Research Notes, “The three Indian ser- 
vices vendors—Infosys, Tata Consult- 
ing Services (TCS) and Wipro will 
achieve megavendor status by 2011. 
Enterprises will have to understand, 
evaluate and learn to manage this new 
bread of megavendor that will increas- 
ingly be critical to their success." And 
the same brigade has topped The Ana- 
lyst 500 rankings among IT industry 
players. No points for guessing, topping 
the league chart is the industry bell- 
wether and India's top software ex- 
porter, Tata Consultancy Services with 
net sales of Rs 18,928 cr followed by 
Wipro and Infosys with Rs 17,831.8 cr 
and Rs 16,291 cr respectively. Satyam 
Computer Services Ltd. ranking 53, 
followed by HCL at no.5 in IT industry 
ranking; moving to 93 from 106 in the 
overall ranking. 

Though the growth figures are en- 
couraging, the cost arbitrage, which 
Indian IT industry has been enjoying 
since long, is now being clearly under 
threat from the MNC rivals. This is be- 
cause of the replication of outsourcing 
model by MNCs and also due to the 
shift in the value chain services by the 
domestic players. The top domestic 
companies have to slash down the mar- 
keting and selling expenses budget in 
order to sustain their position globally, 
and to retain their market share they 
have to increase new customer base. 
This brought severe pressure on their 





profit margins. As a double-edged 
sword, shift in value chain services and 
dependency on the global economy have 
decreased its profit pie size. However, 
despite the shrinking projects size, de- 
mand for end-to-end solutions from cli- 
ents has helped Indian IT companies to 
sustain the growth momentum. The in- 
tegrated model of IT and BPO followed 
by top leaders like TCS, Infosys and 
Wipro will surely help them in retaining 
and continuing to increase their market 
share in both the domestic and interna- 
tional markets in the times to come. 


Cement(ing) the gain 
Indian cement industry is now ranked 
second globally, next only to China, with 
a consistent growth of 8% for the last 
decade. Being a cyclical industry, it 
thrives on the economic development of 
the country and its growth is directly 
related to the growth of GDP. The indus- 
try, which for long struggled with supply 
glut and overcapacity in the last decade 
or so, however, has slowly progressed 
towards consolidation in the last few 
years. With the boom in the housing and 
infrastructure for the couple of last 
years, the industry never had it so good. 
But now with the slowdown looming 
large and with the real estate already 
facing slackening demand, the senti- 
ment suddenly has changed for worse. 
Nonetheless, FY08 performances 
have been quite exciting. For instance, 
Grasim Industries Ltd., the flagship 
company of the AV Birla Group, tops 
the industry rankings with net sales of 
Rs 10,617.88 cr in FY 2007-08, record- 
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ing a substantial jump of 21.28% over 
the last year figures, while its profit af- 
ter tax increased by 45.37% during the 
same period. The companies' modern- 
izaticn, technical upgradation and opti- 
mal use of energy have not only awarded 
it the crown (it is ranked 41* in the over- 
all rankings), but also helped it enter the 
elite list of Forbes Asia’s Fabulous 50. 
Grasim is followed by ACC, ranked 
61 with net sales of Rs 6,908.37 cr in the 
overall rankings. It outperformed 
Ambuja Cements, which ranks 3" 
among the industry peers; it was ranked 
2% last year. The company has alse 
slipped several notches dewn to 53 this 
year from 68 last year ш the overall 
rankings. Ambuja recorded a negative 
0.36 percentage change in net sales for 
FY08, whereas ACC recorded а 20.60 
percentage jump in net sales over the 
previous year. Ultratech Cement, which 
too is a part of the AV Birla group, has 
dropped 3 ranks (73 from 70) in The Ana- 
lyst 500. Prism Cement Ltd., with net 
sales of Rs 757.86 cr, and net profit mar- 
gin of 127.54% outperforms industry 
peers with the highest growth in profit 
after tax of 210.52%, followed by Binani 
Cemert Ltd., and Ambuja Cements 
Ltd., with figures of 83.89% and 76.53% 
respectively. Though the industry top- 
pers are ranked below 100 in The Analyst 
500, the scope for future growth is di- 
rectly related to the healthy develop- 
ment of real-estate segment, which con- 
sumed 55% of the industry produce in 
FYOS. The global financial crisis has cre- 
ated licuidity shortage in markets, slow- 
ing down the real-estate and infrastruc- 
ture sectors, resulting in slashing de- 
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mand for cement to 7% from 10%. 

However, in the long-term, things cer- 
tainly brighten up for the sector. The rea- 
sons are many. First and foremost, hous- 
ing sector is going to see an investment of 
$25 bn in the next five years and also 
there are a number of infrastructure de- 
velopment projects either at the planning 
stage or scheduled to go on stream soon, 
both at the state as well as national level. 
Then, Commonwealth Games is sched- 
uled for 2010 in Delhi, which alone has 
been allocated $5 bn for urban infrastruc- 
ture development. Experts opine that if 
the projected constructional projects con- 
tinue to thrive, then the growth of the ce- 
ment industry, along with other construc- 
tion material, will be handsome enough to 
attract investments from various Indian 
corporate houses. 


Drugs & Pharmaceuticals — In the 
pink of health 

Indian pharmaceutical industry is well- 
known for its fragmentation—of the 
24,000 players only 330 are in orga- 
nized sector. The industry's revenue 
stood at $7.6 bn, with a growth rate of 
1096 for the past five years. The indus- 
try has been driven predominantly by 
the generic drug segment and its future 
looks bright, given that a host of drugs 
are going off patent by end-2008. Ac- 
cording to several reports, $28 bn worth 
of drug sales will go off patent by 2010 
in the US. Governments in developed 
markets, in order to decrease 
healthcare expenditure, are eager to in- 
troduce generic drugs in their markets. 
This will help Indian pharmaceutical 
companies which have strong presence 
in the generic drug segment. The domes- 
tic companies showed stupendous 
growth of 20% in FY08, while MNCs 
grew by a mere 5%. 

Turning to the individual perfor- 
mances from the industry, Cipla tops 
the rankings with net sales of Rs 
4,284.14 cr. The company is gaining in- 
ternational attention for producing 
anti-AIDS drugs at low costs. It pro- 
duces drugs used in treating diseases 
like arthritis, weight control, cardiovas- 
cular diseases and diabetes which are 
sold in 180 countries worldwide. 
Ranbaxy Laboratories maintains its 
second position in the intra-industry 
rankings with net sales of Rs 4,108.51 
cr. The 3" topper in the industry, Dr. 
Reddy's Laboratories Ltd., however, 
drops several notches to 107 from 74 
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last year with net sales of Rs 3,676.24 . 
cr. The major developments in the do- 
mestic pharmaceutical industry include 
de-merger of R&D units and settling of 
patent disputes in international courts, 
and mergers and acquisitions. For ex- 
ample, Piramal Healthcare and Sun 
Pharma de-merged R&D units, and 
Ranbaxy settled patent disputes in US 
courts and was recently acquired by the 
Japanese drug maker, Daiichi Sankyo. 


When the going gets tough... 
While it is commendable that the India 
Inc. maintained its growth momentum 
and came out with another fiscal year of 
sterling performances, nonetheless, it 
is time now to move on and focus on the 
future. This is all the more important 
as domestic businesses face an unprec- 
edented challenge in the form of the glo- 
bal financial crisis. With the US 
economy, a major export market for 
India Inc., facing recessionary pressures 
and the global liquidity crunch now hit- 
ting the domestic economy as well, the 
threat of a recession looks real for now. 
Already, some sectors like real estate 
and automobile are feeling the heat 
amidst hardening interest rates and 
stagnant demand. Further, with the 
banking industry unwilling to loosen the 
purse string and rising input costs, there 
appears to be no respite in sight for the 
domestic business houses. However, it is 
time for the tough to show the courage 
and grit. For, as the saying goes, when the 
going gets tough, the tough get going. п 


— Amit Singh Sisodiya, Imrana Moghul and 
Sudesh Gonela 
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Ne. 1, Indian Oil Corporation: The largest commercial enterprise of India, the 
Indian Oil Corporation ranked highest in the Fortune list of world's 500. To 
continue its good performance and growth prospects, the company is 


planning to increase its refining capacity from the current 60.2 MMTPA to 80 


MMTPA through 2011-12. 
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| STEEL AUTHORITY OF INDIA LTD. 

IC IC IBANKLTD. 

| NTPCLID. | 
"MANGALORE REFINERY & PETROCHEMICALS LTD. 


TATA MOTORS LTD. 

CHENNAI PETROLEUM CORPN. LTD. 
MMTCLID. 

BHARTI AIRTEL LTD. 

LARSEN & TOUBRO LTD. 

ТАТА STEEL LTD. 

BHARAT HEAVY ELECTRICALS LTD. 
HINDALCO INDUSTRIES LTD. 

TATA CONSULTANCY SERVICES LTD. 
MARUTI SUZUKI INDIA LTD. 

WIPRO LTD. 

GAIL (INDIA) LTD. 

INFOSYS TECHNOLOGIES LTD. 
PUNJAB NATIONAL 3ANK 

STATE TRADING CORPN. OF INDIA LTD. 
CANARA BANK 

ITCLTD. 

HINDUSTAN UNILEVER LTD. 
RELIANCE COMMUNICATIONS LTD. 
BANK OFINDIA — 

STERLITE INDUSTRIES (INDIA) LTD. 
BANK OF BARODA 

H DF C BANK LTD. 

ADANI ENTERPRISES LTD. 

Н C L INFOSYSTEMS LTD. 
MAHINDRA & MAHINDRA LTD. 


HERO HONDA MOTORS LTD. 
UNION BANK OF INDIA 


NET SALES 


Rs. Cr 


249625.21 
139308.76 
11223.92 
106082.42 
57525.04 
57185.56 
40724.23 
40346.51 
39954.10 
32538.05 
29281.28 
28221.49 
26564.56 
25823.73 
25343.10 
20558.34 
20481.28 
19624.81 
18928.00 
18599.90 
17831.80 
17716.81 
16291.00 
16058.40 
15847.43 
15757.62 
14400.60 
14070.85 
13935.56 
13817.18 
13429.26 
13195.36 
12679.50 
11832.87 
11673.70 


_ 11475.79 


11436.02 
11073.80 
11011.68 


10778.61 — 


RANK 1 - 40 


6961.66 
19506.39 
1580.47 
1134.69 
6729.12 
16701.65 
7536.78 
4157.73 


7414.80 


1272.23 
2028.92 
1122.95 

200.48 
6244.19 
2173.31 
4687.03 
2859.34 
2860.94 
4508.76 
1730.80 
3063.30 
2601.46 
4470.00 
2048.76 

124.45 
1565.01 
3120.10 
1925.47 
2586.45 
2009.40 

951.63 
1435.52 
1590.18 

312.07 

317.85 
1103.37 
1728.19 

159.23 

967.88 
1387.03 





-7.16 
63.32 
-12.46 
-27.77 
48.18 
6.77 
21.52 
33.68 
8.01 
142.09 
6.03 
98.66 
58.11 
54.82 
54.99 
11.01 
18.41 
11.57 
20.00 
10.81 
7.78 
9.00 
18.19 
33.03 
40.97 
10.15 
15.56 
3.78 
34.22 
78.90 
21.38 
39.85 
39.31 
107.09 
180.74 
3.27 
33.76 
58.12 
12.82 
64.07 


PBDIT (Rs. Cr) 


14263.91 
28990.11 
4361.16 
3326.92 
43011.25 


33274.06 


12945.78 
29118.69 
13825.00 
2313.99 
3512.44 
2173.95 
461.32 
10541.22 
3517.37 
8841.29 


_ 4751.25 


4672.17 
5855.16 
3121.90 
4050.70 
4505.47 
5936.00 
12197.01 
236.41 
12737.92 
5056.80 


250647 - 


5297.15 
10883.79 
1399.40 
10340.82 
7439.92 
729.31 
463.99 
1733.02 
3698.40 
481.72 
1573.76 
8323.17 


OPM (30) 


5.81 
20.81 
3.92 
3.14 
25.28 
58.19 
31.79 
23.39 
34.62 
7.11 
12.00 
7.70 
174 
40.82 
13.88 
43.01 
23.20 
23.81 
30.93 
16.78 
22.72 
25.43 
36.44 
25.85 
1.49 
20.46 
35.12 
17.81 
38.01 
27.32 
10.42 
24.65 
34.11 
6.16 
3.97 
145.11 
32.34 
435 


14.29 


25.16 
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M-CAP (Rs. Cr) 


56369.38 
353688.43 
13350.09 
8621.05 
106296.43 
223494.67 
79606.23 
10138.59 
164396.11 
14677.91 
23538.85 
4713.46 
131762.40 
161022.38 
92395.28 
53567.19 
96456.56 
20732.23 
87717.93 
23310.64 
64981.83 
35352.58 
94268.45 
16804.16 
2290.27 
9996.54 








73806.83 | 


_ 49214.66 


115544.61 
16002.55 
55291.13 
11639.00 
52157.16 
18249.32 


3055.27 — 


15816.22 - 


16149.01 

1792.04 
14921.02 
8081.92 


No. 60, ОСО Bank: Ministry of Micro, Small & Medium Enterprises, 
Government of India, has conferred second prize to UCO Bank for 
its excellent performance in lending to micro enterprises for the 
year 2007-08. 





NET SALES | 
Rs. Cr ү, А Rs. Cr 





COMPANY PBDIT(Rs. Cr) OPM (%) | M-CAP (Rs. Cr) 





И 40  GRASIM INDUSTRIES LTD. 10671.83 21.28 223260 45.37 3656.46 3426 2420251 
58 IDBIBANKLTD. 9827.45 3534 72946 15.73 8465.27 1618 7888.22 
57 JET AIRWAYS (INDIA) LTD. 906363 2685 -253.06 -1005.73 999.27 — 1103 5489.74 

О 38  BAJAJAUTOLTD. 9014.78 NA 755.78 NA 1314.92 — 14620 7827.28 
15 56 HOUSING DEVELOPMENT FINANCE CORPN. LTD. — 888916 5100 243625 55.14 8543.06 38.51 7086031 
16 51 INDIANOVERSEAS BANK СОЛРО ЗМ —— 120234 9з 7089 %% 721175 
Ой 65 AXSBANKLD. = _ 876628 61.39 107103 6252 622457 2720 30057.32 
18 50 RAJESH EXPORTS LTD. - _ 866647 25.72 20656 103.95 _ 36476 421 2220.69 
A 19 4 CENTRABANKOFIDA ы 8603.46 2716 55016 1047 6719.42 1750 372517 
26 ISPAT INDUSTRIES LTD. 860027 13.25 34.80 -465.16 177776 2067 4446.86 

51 52 SYNDICATE BANK 8560.24 32.94 84807 1844 6942.15 18.90 414543 
520 41 HINDUSTAN ZINC LTD. 850018 -2.49 4396.07 -1.03 6308.59 7416 26701.40 
58 54 SATYAM COMPUTER SERVICES LTD. 8380.50 31.29 1715.74 20.55 2085.74 24.890 2845485 
"54 — 45 ASHOK LEYLAND LTD. 804873 846 469.31 29.11 89402 11120 4875.74 

55 73 SIEMENS LTD. | | 7938.13 70.56 59654 65.65 923.66 11.64 2299405 
L^. *  VIDEOCON INDUSTRIES LTD. _ 766956 1879 858.76 488 187370 2443 8457.09 

Е 61 ORIENTAL BANK OF COMMERCE — — . 7391.20 3097 35322 -39.18 600540 1695 518407 

58 66  ALLAHABADBANK ! is MR йа 9/474 2994 5668.99 2248 3909.87 

59 67  SUZLON ENERGY LTD. _ 708722 2971 126571 19.28 1645.65 23.29 42726.25 

60 60 UCOBANK м 7039.66 24.60 412.16 30.39 5560.70 — 1650 3593.22 

61 59 Асси, 6908.37 20.60 1438.59 16.78 2360.25 3417 14485.78 
| 145 ЕА CELLULAR LTD. 689287 57.29 1044.36 108.01 2474.28 35.90 28696.24 

M63. — * RELIANCE INFRASTRUCTURE LTD. 6850.71 824 1084.63 35.33 1779.85 25.98 3267333 

P СЫ в JINDAL saw LTD. 680241 75.02 701.10 297.90 1273.36 1872 357779 
05 63 PETRONETLNGLTD. — Е 660446 19.25 474.65 5152 911.62 13.80 5618.24 

66 69  TATAPOWER CO. LTD. _ 639098 2721 86990 24.84 1528.84 2394 26420.59 

67. * NMDCLT. | 635554 4094 325098 4042 4997.39 7868 14214831 

8 53  AMBUJA CEMENTS LTD. . 681406  -036 176910 7653 2833.87 4490 18913.16. 
286. DLFLT. - | 2.604280 32531 2574,59 53272 392353 6493 117447116 
58  BONGAIGAON REFINERY & PETROCHEMICALS LTD. 598891 555 294.30 5910 48853 816 129279 

а 75 ABBLTD. 5968.10 38.59 49041 4411 794.42 1331 24240227 

2 71 | INDANBANK 575299 26.13 1008.74 3277 477080 3908 6574.91 

78 70 ULTRATECH CEMENT LTD. 5533.00 12.29 1007.61 28.80 1812.33 3275 952736 

74 72  REDINGTON (INDIA) LTD. 5532.58 21.96 67.11 58.20 14826 268 257450 

75 81 JINDAL STEEL & POWER LTD. 539557 53.22 1236.96 75.96 2150.08 39.85 3287070 

6 55 NATIONAL ALUMINIUM CO. LTD. = = ^ 8539401 29 163152 — -3149 280658 5240 26669.47 

“77 96 RASHTRIYA CHEMICALS & FERTILIZERS LTD. 520540 4686 15815 6433 397.71 764 386384 
"NEN тю OO _ ВОЗНИ О XN мыт 3168 84736 1634 235223 | 

79 89 CORPORATION BANK | DE 3M cd 734.99 — 37.09 419818 2817 476914 

86 РОМЕ FINANCE CORPN. LTD. _ 501019 31.21 120676 2237 4820.02 3576 20011.15 





ВАМК 41 - 80 А-2 
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ANALYST 


Nc.95 Ranbaxy Laboratories: The phasing out process of 
patents in 2005 has drastically affected the landscape of Indian 


RANBAXY 


pharma industry, which resulted in the acquisition of Ranbaxy LABORATORIES LIMITED 
Laboratories, the biggest pharma company of India by Daiichi 
Sankyo, the 3rd largest pharma giant of Japan. 


COMPANY 


PAT 
Rs. Cr 


0 
0 


PBDIT (Rs. Cr) 


M-CAP (Rs. Cr) 





е 


——— 


99 | Nernambhor ОППЯ | 





TORRENT POWER ETD. 


- NESTLE INDIA LTD. 


10 NAGARJUNA CONSTRUCTION CO. LTD. " 
_ GUJARAT NARMADA VALLEY FERTILZERS CO. LTD. — 
. 335651 -12.18 


MAHANAGAR TELEPHONE NIGAM LTD 
POWER GRID CORPN. OF INDIA LTD. 
TATA CHEMICALS Т0. 


_ ANDHR4 BANK 


PUNJ LOYD LTD. 
Вет: 
MRFLTD. 
VUAYA BANK 


BHARAT BUECTRONICS LTD. 
BHUSHAN STEEL LTD. 


_ NATIONAL FERTILIZERS LTD. 


H C L TECHNOLOGIES LTD. 
JAIPRAKASH ASSOCIATES LTD. 
RANBAXY LABORATORIES LTD. 


CROMPTON GREAVES LTD. 
WELSPUN-GUJARAT STAHL ROHREN LTD - 


SHIPPING COFPN. CF INDIA LTD. 
ADITYA BIRLA NUVO LTD. 
А... 

BANK OF MAHARASHTRA 

STATE BANK OF TRAVANCORE 
COROMANDEL FERTILISERS LTD. 
LVR C L INFRASTRUCTURES & PROJECTS LTD. 
APOLLO TYRES LTD. 

TECH MAHINDRA LTD. 

DR. REDDY'S LABORATORIES LTD. 
ASIANPAINTSLTD. = | 
SAAR FERS & ENON SEIS. | 
CENTURY TEXTILES & INDS. LTD. 

RURAL ELECTRIFICATION CORPN. LTD. 

NEYVEL! LIGNITE CORPN. LTD. 

SESA GOA LTD. 

STATE BANK OF BIKANER & JAIPUR 


CONTAINER CORPN. OF INDIA LTD. - 


TATA COMMUNICATIONS LTD. 


RANK 81 


NET SALES 
Rs. Cr о А 
5000.41 -1.86 
4990.03 27.45 
4690.38 13.82 
4660.09 29.78 
4544.58 100.54 
_ 4459.41 1448 
4410.75 1811 
_ 4323.10 — _ 44.22 
4284.14 18.37 
_ 4250.05 5.51 
4228.05 9.14 
4178.57 7.81 
4175.11 34.95 
4173.60 19.10 
4108.51 15.88 
4092.68 20.25 
4045.71 4844 
_ 39980142 128 
3938.76. 13.63 
3894.12 4.57 
3862.66 27.34 
3846.16 28.28 
3816.73 81.80 
3727.61 59.95 
3709.24 12.21 
368840 — 3325 — 
_ 3676.24 -12.23 
(380187 — 1593 
3616.45 2236 
3588.93 706 
3545.61 9.70 
3535.77 24.52 
3518.01 36.71 
3505.13 72.62 
3498.51 23.45 
3498.16 2444 
348481 1150 
3428.28 —— 21.98 


2387915 2280 


- 120 


586.89 
1429.17 
949.18 
575.57 
221.44 
609.21 
171.78 
361.28 
701.43 
Жы 
423.73 
108.65 
1101.76 
609.67 
617.72 
313.92. 
_ 351.21 
813.90 
243.07 
4872 - 
328.39 
386.11 
209.76 
210.48 
219.30 
34220 
475.22 
21124 
375.20 
238.45 
279.43 
860.15 
1098.87 
1492.00 
315.00 
413.81 
752.21 
161.95 
372.88 
304.46 





-13.91 
17.95 
113.68 
21.15 
259.60 
11.17 
114.97 
9.04 
5.00 
15.13 
35.26 
-38.30 
72.61 
46.94 
96.34 
63.19 
146.36 


19.78 


8.05 


E ^ 8 


20.80 
18.34 
108.22 
48.79 
93.35 
245.31 
-59.62 
47.19 


37.92 


-10.66 
2.43 
30.27 
94.15 
146.04 
3.01 
31.33 
6.88 
40.02 
1422 
-35.02 


1518.56 
4346.07 
1326.95 
3848.89 

569.60 
113277 

466.64 


30.37 
87.20 
28.29 
25.72 
12.53 


29.40 


3398.80 - 


_ 980.73 
1281.40 
1186.21 

267.14 
1367.14 
1392.39 
1063.27 

561.74 

715.32 
1334.86 

689.13 

E. 
2903.18 
3052.82 

454.18 

400.66 

476.68 


494.70, 


718.77 
784.01 
613.90 
545.48 
656.38 

3376.71 

2060.90 

2279.55 

2641.67 
704.20 


1055.60. 


386.62 
698.36 
790.89 


10.58 
19.06 
22.89 
LL. 
28.06 
6.39 
32.75 
33.37 
25.88 
1373 
17.68 
33.53 
17.50 
_ 1.64 


21.65 


19.47 
11.90 
10.75 
12.85 
1341 


_ 19,55 


21.35 
16.98 
15.20 
18.54 
38.29 
58.58 
65.03 
20.79 
20.13 
30.29 
11.32 
20.67 
23.56 


7761.33 
46028.35 
7447.24 
3809.89 
10801.10 
13145.94 
1979.78 
2375.56 
16166.99 
10829.31 
4110.98 
2875.42 
17709.25 
28595.43 
16501.57 
10868.74 
6553.43 
TE 
13971.89 
2075.64 
2295.30 
2389.20 
1783.49 
5289.75 
1994.48 


10232.67 - 


10302.39 - 

6362.78 
10907.47 
1633.31 
7068.19 
8262.62 
24494.66 
12986.11 
NA 
14852.33 
11243.94 

4905544 - 
2324.09 
DENEN 
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RANK 


Se e 


RANK 
2007 


РТ 
$ 399. 


15. 
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_ KESORAM INDUSTRIES LTD. 
_ TITAN INDUSTRIES LTD. 


NO. 153 Housing Development and Infrastructure Ltd.: HDIL 
is one of the companies which has been able to maintain its 
growth rate above 100% for the past three years and posted 


profitability above 100% in the past two fiscal years. 


COMPANY 


PANTALOON RETAIL (INDIA) LTD. 
TV S MOTOR CO. LTD. 
THERMAX LTD. 

SUN PHARMACEUTICAL INDS. LTD. 
UTTAM GALVA STEELS LTD. 
КОТАК MAHINDRA BANK LTD. _ 


VOLTAS LTD. 


DENA BANK 

CESCLTD. 

UNITECH LTD. 

GREAT EASTERN SHIPPING CO. LTD. 
EXIDE INDUSTRIES LTD. 

STATE BANK OF MYSORE 


- JKTYRE & INDS. LTD. - 


SIMPLEX INFRASTRUCTURES LTD. 

K E C INTERNATIONAL LTD. = А 
CHAMBAL FERTILISERS & CHEMICALS LTD. - 
FEDERAL BANK LTD. 

ZUARI INDUSTRIES LTD. 


_ BRITANNIA INDUSTRIES LTD. 


GITANJALI GEMS LTD. 

JAMMU & KASHMIR BANK LTD. 

INDO RAMA SYNTHETICS (INDIA) LTD. - 
BEMLLTD. 

LUPIN LTD. - PUTA 
HINDUSTAN CONSTRUCTION CO. LTD. | 
INFRASTRUCTURE DEVELOPMENT FIN CO. LTD. - 
SHRIRAM TRANSPORT FINANCE CO. LTD. 

D C M SHRIRAM CONSOLIDATED LTD. 


HOUSING DEVELOPMENT & INFRASTRUCTURE LTD. 


ALOK INDUSTRIES LTD. 


_ CUMMINS INDIA LTD. 


AUROBINDO PHARMA LTD. 


3 LAKSHMI MACHINE WORKS LTD. 
к CEAT LID. 


VARDHMAN TEXTILES LTD. 
GAMMON INDIA LTD. 


RANK 121 - 160 


— —= 


NET SALES 


Rs. Cr 


о 


b № 


Rs. Ст 


119.99 
31.77 
280.78 
1014.04 
123.87 


_ 29393 


3329.12 78.13 
324441 -1624 
3223.21 47.40 
321151 39.02 
918574  — 2296 
зови 8573 
308882 — 3689 — 
30725 202 
0300187 3477 
2097.61 4386 — 
2971.11 25.98 
2965.31 13.47 
2953.27 16.76 
2885.25 36.90 
288249 5266 
287444 3798 
_ 280957 тав 
| 280505 6535 
_ 279550 3758 
2791.36 713 
2777.42 38.21 
2663.68 -4.56 
2660.82 17.50 
2657.50 19.28 
2641.06 - 29.25 
_ 260676 2800 
_ 258668 — 519 
258576 2909 
| 257941 40150 
| 855427 1023 
2492.35 76.29 
2488.24 -7.80 
2456.69 100.30 
2443.40 — 25.68 
2425.73 2651 
236300 19.89 
234872 2019 
233523 90 
23736 1045 
2320.85 244 


637.54 


в: 
ME 


К. 
359.79 
355.36 

1030.30 

1356.81 
250.33 
317.35 

_ 66.73 
90.08 
| 172.16 

ARN 

368.05 

73.41 
191.00 
138.16 
360.00 
3.02 
225.65 
443.38 
108.77 
669.17 
389.83 
670.99 

1410.51 
198.69 
280.69 
290.78 


HC. 
_ 148.60 


122.54 


LIONS d 


A-4 









87.02 
-52.07 
49.51 
61.23 
3.29 


107.92 - 
BS ae 
LI. 


44.29 


78.50 
18.18 

4.71 
53.61 
61.28 
27.85 


ШЙ 


_ 67.72 
_ 6453 _ 
р... 


25.73 
-81.35 
77.43 
68.69 
31.15 


-85.56 


El 


_ 48.80 


195.89 


_ 44.57 


104.74 
1364.72 
160.33 
20.60 
15.96 


mm 


PBDIT (Rs. Cr) 


296.30 
147.61 
453.45 
1112.02 
406.05 
1758.21 
114908 


$5008 
704.60 
247.87 — 


2304.78 

770.24 
1732.15 
1894.91 
481 80 


2260.37 


274.83 
257.53 
| 354.98 
544.87 


2176.79 


190.10 
266.97 
169.89 
2213.94 
239.18 
388.80 


648.14 
_ 41375 


2348.65 
1891.25 
994.87 
1768.89 
825.71 
429.46 


47247 — 


_ 486.83 
287.84 


EL 
mms 


OPM (96) 


8.90 
4.61 
14.07 
34.63 
12.75 
26.50 
37.20 


1063 - 


23.47 
827_ 
30.05 
26.00 
58.65 
65.68 
16.71 
22.06 
987 
10.15 
12.70 
19.54 
30.21 
7.14 
10.03 
6.39 
25.91 
9.18 
15.03 
25.07 
16.04 
37.94 
27.55 
39.98 
72.02 
33.79 
17.70 
19.98 
20.73 
12.33 
17.33 
9.98 


bt HDIL. reating Value 
Microstructures | Meg | 


M-CAP (Rs. Cr) 


7569.69 
1026.98 
7002.05 

26081.61 

494.28 

27405.17 
5455.02 
5677.28. 
1808.46 
5492.15 
1701.39 
5691.65 

46208.19 
6409.06 
5614.39 
3076.52 

390.57 
2594.80 
2645.62 
2732.31 
4203.87 

836.77 
3369.82 
2357.01 
3155.40 

575.64 
4728.59 
5079.62 
3644.79 

19868.27 
6600.28 
1070.01 

14212.46 
1121.91 
6440.75 
1945.65 
2397.14 

447.80 

677.70 
3524.58 


| December 2008 | 4 


financial services company, the Reliance Capital forayed 
into the international arena by acquiring stake in 
international exchange. 


z 
2 No.178 Reliance Capital: India's fastest growing private ReLIANCe Capital 


Anil Dhirubhai Ambani Group 


/ 


COMPANY ыш... PBDIT(Rs. Cr OPM (%) | M-CAP (Rs. Cr) 
| Rs. Cr % А Rs. Cr ^ | 
16! | 172 LIC HOUSING FINANCE LTD. 2319.32 34.30 387.19 38.70 2029.81 24.33 2645.39 
2102 _ 162 ARVIND LTD. 2308.50 23.44 27.36 -77.12 321.22 13.91 1055.29 | 
63° 158 BHARAT FORGE LTD. 2306.94 18.80 273.59 11.63 610.67 26.47 6311.24 
104. 187 BLUE STAR LTD. 2261.47 41.41 174.00 144,58 269.73 11.93 3736.83 
39 150 EICHER MOTORS LTD. _ 2233.25 12.70 63.05 2.92. _ 14645 6.59 889.30 
151. KIRLOSKAR OIL ENGINES LTD. _ 2212.66 11.55 118.95 -33.11 263.13 11.89 2253.06. 
do 173 LLOYDS STEEL INDS. LTD. 2208.16 | 28.19 -46.89 -27.94 102.42 4.83 295.85 
108 — 154 NIRMA LTD. ET | 2200.14 _ 2.29 217.55 -1.02 474.26 21.56 2661.67 
169 164 NAGARJUNA FERTILIZERS & CHEMICALS LTD. 21 96.21 20.70 22.49 -29.08 318.91 14.52 2069.94 
CMM. - 130 ВАПАВРОВ INDUSTRIES LTD. 2179.68 15.30 290.77 18.29 575.14 26.61 2216.30 
179 174 INDUSIND BANK LTD. 2176.18 26.88 79.05 11.63 1734.30 12.68 2827.96 
М2. 190  SU-RAJ DIAMONDS & JEWELLERY LTD. 2174.80 38.36 62.63 26.86 101.65 4.67 276.80 
161 NATIONAL STEEL & AGRO INDS. LTD. 2158.34 17.08 29.21 10.33 90.19 4.18 93.44 
17 211 SHREE CEMENT LTD. 2146.38 52.02 260.37 47.10 905.96 42.21 3443.23 
ЧӨ. 180 JUBILANT ORGANOSYS LTD. 2116.16 23.44 392.27 69.45 557.74 26.36 _ 4864.16 
a | 184 DABUR INDIA LTD. 2101.84 30.61 315.92 25.39 397.01 18.90 8634.11 
MEA 171 ESCORTS И. 2098.68 12.57 -6.44 -133.89 99.86 4.92 _ 858.67 
178 306 RELIANCE CAPITAL LTD. _ 2064.78 133.67 1022.04 58.17 _ 1593.28 62.10 39394.89 | 
d 9 193 HAVELLS INDIA LTD. 2060.20 3319 143.54 40.52 201.59 9.79 2797.83 
90. 248 KSOILSLTD. 2056.40 91.93 120.70 110.57 232.42 11.30 2977.42. 
del 205  PSLLTD. 2049.91 42.12 82.21 33.98 241.37 MIT 1559.08 
MES * J GOKUL REFOILS & SOLVENT LTD. 2019.10 31.77 94.96 105.69 125.13 6.20 596.57 
183 *  BREVAT & D INDIA LTD. 2007.88 24.36 216.30 57.86 374.80 18.67 8650.32 
04 — 188 ING VYSYA BANK LTD. 1986.92 34.04 156.93 76.50 1472.19 18.01 2802.85 
165 163 MUKAND LTD. - 1984.58 6.10 52.24 43.99 298.11 15.29 036.94 
188 189 MADRAS CEMENTS LTD. | 1982.81. _ 26.56 408.29 32.55 761.78 38.60 3976.57 
187 148 MOSER BAER INDIA LTD. 1971.90 -3.62 -78.91  -171.87 929.83 26.87 3073.21 
50 168 CASTROL INDIA LTD. | _ 1968.91 _ 961 218.43 41.39 364.94 18.54 3489.56 
199 * A PIRAMAL HEALTHCARE LTD. | 1959.24 20.29 301.48 60.12 489.56 24.95 6685.75 
190 — 128  FCILTD. 1935.78 -12.17 1020.57 16.81 2637.80 110.50 4446.93 
: 91 * — AJMERA REALTY & INFRA INDIA LTD. 1932.78 16.29 245.52 16.75 398.55 18.55 2998.07 
B 235 TRIVENI ENGINEERING & INDS. LTD. 1900.51 NA 90.29 NA 261.64 13.77 3015.54 
д 201 — BAJAJ HINDUSTHAN LTD. 1882.95 22.77 51.01 73.35 326.15 17.32 2844.49 
194 176 TUBE INVESTMENTS OF INDIA LTD. 1858.46 — 4.28 96.50 -63.73 153.98 8.29 1042.81 
195 22 GUJARAT AMBUJA EXPORTS LTD. 1848.02 31.28 [1.25 52.41 _ 159.22 8.62 _ 700.95 © 
196 * KINGFISHER AIRLINES LTD. | 1838.50 4281 -419.58 54.01 -349.25 -17.57 2116.79 
les * ORACLE FINANCIAL SERVICES SOFTWARE LTD. 1838.21. 15.87 410.87 15.85 527.44 28.69 10530.13 
226 WHIRLPOOL OF INDIA LTD. | 1819.75 mE 32.32 -707.52 80.40 4.42 091.92 
9 287 ОМАХЕ LTD. | 1806.24 _ 90.91 398.80 219.47 815.67 45.16 4312.01 
200 - 206 KARNATAKA BANKLTD. 1786.25 .- 284 241.74 36.55 1457.97 23.75 2354.43 
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No.240 Raymond Ltd.: Raymond Limited, the largest vertically 
integrated suiting manufacturer in the world has set a new record by 
winning the global bid for 11.6 micron wool of the rare bale. With this 
bid, it has secured its position among the ultra fine wool 


manufacturers in the international market. 


COMPANY 


- ТАТА TELESERVICES (MAHARASHTRA) LTD. 


INDIAN HOTELS CO. LTD. 
J M FINANCIAL LTD. 

PARSVNATH DEVELOPERS LTD. 
ИСИ ООО 
BIRLA CORPORATION LTD. 
MPHASISLTD. — 

SINTEX INDUSTRIES LTD. 


-KALPATARU POWER TRANSMISSION LTD. — 


STERLITE TECHNOLOGIES LTD. 

APAR INDUSTRIES LTD. 

JAIN IRRIGATION SYSTEMS LTD. 

USHA MARTIN LTD. 

GLAXOSMITHKLINE PHARMACEUTICALS LTD. 
UNITED PHOSPHORUS LTD. 

SURANA CORPORATION LTD. 


HINDUSTAN COPPER LTD. 


DALMIA CEMENT (BHARAT) LTD. 


MANGALORE CHEMICALS & FERTILIZERS LTD. 


MAYTAS INFRA LTD. 

S R F LTD. 

S KUMARS NATIONWIDE LTD. 
LANCO INFRATECH LTD. 

YES BANK LTD. 


екы... 
_ MARICO LTD. 


ALSTOM PROJECTS INDIA LTD. 
VISHAL EXPORTS OVERSEAS LTD. 
B L KASHYAP 8 SONS LTD. 
KIRLOSKAR BROTHERS LTD. 
PIDILITE INDUSTRIES LTD. 
COLGATE-PALMOLIVE (INDIA) LTD. 
MAHARASHTRA SEAMLESS LTD. 
MIRC ELECTRONICS LTD. 
GTLLTD. | 


 BGR ENERGY SYSTEMS LTD. 


ASHAPURA MINECHEM LTD. - 
SUPREME PETROCHEM LTD. 


SOUTHERN PETROCHEMICAL INDS. CORPN. LTD. 


RAYMOND LTD. 
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229.77 
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1299.87 
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No.273 Karur Vysya Bank: Marching ahead in private banking is 
Karur Vysya Bank. In 2007-08, the bank's total deposits increased to 
Rs 12,549.99 cr from Rs 9,340.29 cr, a growth of 34.36% over the 
previous fiscal year. It also posted 34.12% growth in deposits, 
exceeding the scheduled banks’ total deposit growth rate of 23.99%. 
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COMPANY с =. ; PBDIT (Rs. Cr) ОРМ (96) | M-CAP (Rs. Cr) 
Rs. Or | b № | 
24 227 JAYASWAL NECO INDS. LTD. 1477.04 19.31 85.60 280.78 183.06 12.41 492.54 
229 JK CEMENT LTD. 1473.23 17.85 265.17 48.45 438.85 29.79 1104.09 
360 ERA INFRA ENGG. LTD. 146547 94.81 121.37 53.40 31371 21.41 1378.79 
244 223 BALMER LAWRIE & CO. LTD. 1461.60 13.80 86.93 23.80 145.20 9.93 713.38 
2 255 MAN INDUSTRIES (INDIA) LTD. | 14730 2889 . 7121 2879 161.70 1126 54825 
222 KANSAI NEROLAC PAINTS LTD. P 142818 9.13 112979 — 1127 -— 211.40 14.80 1854.88 | 
247 269  FINOLEX INDUSTRIES LTD. | - 142000 5 71.19 187 17870 1258 - » 87696 
248 263  FINOLEX CABLES LTD. | |. 140889 3401 88.92 28.89 16961 12.03 111007. 
| 249 290 GARDEN SILK MILLS LTD. | | 340510 45.78 23.26 5.25 162.89 11.64 24699 
250 238  ELECTROSTEEL CASTINGS LTD. 1397.26 21.55 52.02 -51.00 12796 916 1354.40 
25 249. BAJAJ ELECTRICALS LTD. 1384.62 27.26 7310 89.72 152.65 11.02 763.91 
252 260 SOUTH INDIAN BANK LTD. 1384.59 32.22 151.62 45.62 1159.04 21.80 1371.36 
253 152 BALRAMPUR CHINI MILLS LTD. 138457 -27.91 -41.62 -121.40 115.04 8.41 2268.42 
254 284 JYOTI STRUCTURES LTD. 1364.62 40.88 6786 24.42 168.83 12.42 1480.49 
255 341 GLENMARK PHARMACEUTICALS LTD. 135513 69.48 389.02 188.59 539.00 3977 13937.44 
256 185 UFLEXLTD. о Е а — у 4356 _ 21655 16.03 868.43 
-057 237 BERGER PAINTS INDIA LTD. — | 1347.26 15.66 9208 10.85 — 15021 11.16 1364.39 - 
258 * FINANCIAL TECHNOLOGIES (NDA) LTD. — 134624 66283 961.25 855.42 125482 93.21 855574. 
259 386 UNITED BREWERIES LTD. = _ ОО ОШОЛ олт -403 19619 1458 6113.71 
s 0 * JABALAJINDS.LTD. 1338.13 26.54 11887 91.20 29255 21.86 147931 
d 247 ЅОВНА DEVELOPERS LTD. 1333.93 20.94 228.30 41.34 452.54 33.93 4263.78 
| 289  SUASHISH DIAMONDS LTD. 1329.18 35.79 66.02 19.32 17536 13.19 636.53 
| 367 ELECTROTHERM (INDIA) LTD. 1328.83 82.87 62.33 43.78 193.11 1472 419.98 
_ 392 WELSPUN INDIA LTD. 1328.81 26.94 26.27 -49.58 27548 2073 419.92 
. 253 MOTHERSONSUMISYSTEMSLTD. — 1328.08 20.68 19819 12.27 22427 1813 321969. 
305 INDIA GLYCOLS LTD. eA 178.53 334.91 345.84 26.06 833.32 
240 АЅІАМ STAR CO. LTD. — — 192631 13.34 40.36 46.50 9252 698 1943.53 _ 
268 274 PATNI COMPUTER SYSTEMS LTD. — 132529 2722 38752 88.34 545.67 41.17 364946 
26 * INDIABULLS FINANCIAL SERVICES LTD. 1323.120 27474 381.96 149.48 931.21 4674 1207655 _ 
270 242 GLAXOSMITHKLINE CONSUMER HEALTHCARE LTD. 132238 1673 162.68 28.17 293.24 22.18 2707.54 
es - 261 WOCKHARDT LTD. 1313.33 10.91 213.88 0.15 344.50 26.23 3226.13 - 
ME. 298 ORCHID CHEMICALS & PHARMACELTICALS LTD. 1309.32 4000 184.54 90.98 457.52 34.94 1594.30 
273 _273 KARUR VYSYA BANK LTD. _ 180446 30.35 208.33 30.20 1093.19 27.46 1957.94 
27 .* — VALUE INDUSTRIES LTD. 1302.93 16.06 14.68 285.30 17791 13.65 97.68 - 
2% 248 ORIENT PAPER &INDS.LTD. ——— 109218 — 1840 20448 56470 36100 2817 92137. 
оте 207 JINDAL POLY FILMS LTD. -— 3 21289.96 25.05 132.57 104.65 © 268.32 2080 65246. 
_ 236 SURYA ROSHNI LTD. | / 1210092 1578. 2041 3781 91.15 7.18 | 156.68 - 
ИШ 29 TWATAL. .—— — $2861 013 31286 2.05 45928 36.20 490487 - 
79 291 PRAKASH INDUSTRIES LTD. — mn. \ 1254.82 34.62 198.72 4965 _ 302.59 24.32 2369.77 
980 * ‘TULIP TELECOM LTD. | _ 1235.820 46.65 187.12 87.68 26851 2178. “ФТТ. 
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No.303 Prithvi Information Solution Ltd.: Prithvi Information Solutions, ап 


IT consulting and engineering solutions company, has been ranked by № 


Itu A 
N rs [+ 





NASSCOM as the 14th largest company in IT service exports in India for the [ < 
fiscal year 2007-08. Dom 








уча yor COMPANY тле | PBDIT(Rs.Cr) | ОРМ(%) | M-CAP (Rs. Cr) 
А8 | W Rs. Cr % А » ` | 
21 262 HT MEDIA LTD. 1223.12 1447 144.55 25,63 26354 21.55 378835 
| 257 ISMTLTD. 122020 092 10004 -23.12 25794 2132 943.95 
| 326 MAHINDRA& MAHINDRA FINANCIAL SERVICES LTD. 1211.39 46338 177.02 3322 72753 3310 248799 
328 GUJARAT GAS CO. LTD. 1208.50 44.05 15859 78.39 27242 — 2269 182322 
169 TILT OOO 1206.02 -3233 71558 5337 421.87 -3498 120283 
6 234 SUNDRAM FASTENERS LTD. 1 38048 5:078 6947 3333 15569 1204 767.71 
87 343 SAMTEL COLOR LTD. _ ООО М ою м вне — 513 85.24 
88 251 TRANSPORT CORPORATION OF INDIA LTD. | 119772 1031 2843 -700 8450 7% 736.15 
4 289 310 AMTEKAUTOLT. = Отв 235.84 4420 410.18 3456 4144.06 
90 282 CENTURY ENKA LTD. | 1190.76 21.09 1341 — -19.80 11680 981 247.80 
201 348 BAYER CROPSCIENCE LTD. 118492 59.13 49.10 — -1365 9855 830 117758 
202 * MICRO INKS LTD. 118376 6272 68.12 -234.31 14140 — 1194 718.50 
93 278 SUPREME INDUSTRIES LTD. 116945 17.53 50.15 25,50 1702 1257 681.71 
294 216 GUJARAT ALKALIES & CHEMICALS LTD. 1163.82 73 22409 2012 401.37 3541 127674 
BE 258 RSWMLTL č = 162R 1% 027 -9939 12228 1058 23593 
1200 JHUNJHUNWALA VANASPATI LTD. | 185963 69.24 2388 — 11105 3663 3.16 105.99 
| 316 SHOPPERS STOP LTD. .. 115266 3266 ву” з 6323 549 138693 
© 304 APOLLO HOSPITALS ENTERPRISE LTD. |. 14694 2790 10175 1.68 19775 1732 285351 
Ю 272 WHEELS INDIA LTD. =: T «© 1946 25.86 -0.65 11246 981 238.82 
| 324 JK LAKSHMI CEMENT LTD. 113785 33.70 223.67 2558 389.99 3427 732.10 
| 315 ZEE ENTERTAINMENT ENTERPRISES LTD. 113626 —— 2423 295.12 77.56 484.86 4267 10753.16 
С^ 319 GRAPHITE INDIA LTD. 113403 2961 13365 -31.06 267.75 2361 942.08 
8098 * РАТНМ INFORMATION SOLUTIONS LTD. 1125.80 4602 6371 — 2971 9358 833 353.76 
Ф 1804 322 BANK OF RAJASTHAN LTD. 1122.42 3200 115.20 419 917.55 1850 160565 
905 309 SALORA INTERNATIONAL LTD. _ 11874 2679 2335 4352 4267 381 14849 
906 294 IPCA LABORATORIES LTD. | |. Ti — 1865 141.12 15.45 22642 2038 149687 
T 412 AMARARAJABATTERIESLTD. ЭНИ аг 94.36 100.60 18447 1673 965.02 
199 FERTILISERS & CHEMICALS, TRAVANCORE LTD. 1100.07 -26.27 893 -107.16 11855 1078 1130.43 
265 GOKALDASEXPORTSLTD. = __ 10543 564 4161 — 3226 11392 1040 725.46 
| 254 GHCLLTD mS 1085.71 -058 10158 -1379 276.00 2545 104988 
285 ABHISHEK INDUSTRIES LTD. 1085.38 2996 3995 -242 22855 21.06 37065 | 
2 299 EIHLTD. 108232 1572 21723 843 47408 — 4405 574817 
V. 256 GREAVES COTTON LTD. 107155 26,84 12232 4375 178.16 1663 122643 
314 327 DEEPAK FERTILISERS & PETROCHEMICALS CO. LTD. 107023 25.89 10027 790 219.36 20.50 988.61 
281 ICINDALTD. | 10753 1106 6021 48657. 11587 1096 201414 
31б 266 PHILLIPS CARBON BLACK LTD. | $0657 284 89.31 279.56 157.22 1488 470.96 
С 363  ADHUNKMETALKSLTD. | ОВОИ: 1% 80.46 386 171.33 1632 1336.35 
318 342  ASAHIINDIA GLASS LTD. - __ 104757 3478 (1334 — 6830 209.66 — 2001 1216.13 
| 268 SOUTH ASIAN PETROCHEM LTD. | 104249 160 5553 — 2426 — 19888 . 194i 401.64 
380  TATAMETALIKS LTD. _ 103925 5166 6963 13587 14115 13.58 385.51 
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_ AGRO TECH FOODS LTD. 


BINANI CEMENT LTD. 


Nc.346 Polaris Software Lab Ltd.: Polaris Software Lab acquired SEEC 
on October 30, 2008. This acquisition will create the world's largest 
library on software components customized for Banking, Financial 





Services and Insurance Markets. 


COMPANY 


DIVI'S LABORATORIES LTD. 

HINDUSTEAN NATIONAL GLASS & INDS. LTD. 
GUJARAT MINERAL DEVP CORPN. LTO. 
SUNDARAM FINANCE LTD. 

PATEL ENGINEERING LTD. 

KALYANI STEELS LTD. 


KRBLLTD. = 

TORRENT PHARMACEUTICALS LTD. 
ALEMBIC LTD. 

VARUN SHIPPING CO. LTD. 
SHRENUJ & CO. LTD. 

SPICE COMMUNICATIONS LTD. 
BALKRISHNA INDUSTRIES LTD. 


ТАВИ, ADU NEWSPRINT & PAPERS ZI. 


PUNJAB TRACTORS LTD. 
AB G SHIPYARD LTD. 

RUCHI INFRASTRUCTURE LTD. 
CMCLTD. — 

ATLAS COPCO (INDIA) LTD. 

H B L POWER SYSTEMS LTD. 
MATRIX LABORATORIES LTD. 
HEGLTD. 

SUNFLAG IRON & STEEL CO. LTD. 


POLARIS SOFTWARE LAB LTD. 

GUJARAT INDUSTRIES POWER CO. LTD. 
BOMBAY DYEING & MFG. CO. LTD. 
EMCO LTD. 

VISHAL RETAIL LTD. 


‚ BOMBAY RAYON FASHIONS LTD. 


SAVITA CHEMICALS LTD. 
CHETTINAD CEMENT CORPN. LTD. 


‚ FORCE MOTORS LTD. 
AVENTIS PHARMA LTD. - 


SHAH ALLOYS LTD. _ 
NAHAR SPINNING MILLS LTD. 
MAHINDRA UGINE STEEL CO. LTD. 
SUN Т VINETWORK LTD. — 
SUJANA UNIVERSAL INDS. LTD. 
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No.380 Honeywell Automation India Limited (HAIL): А 
leader in integrated automation and software solution 
provider was bestowed with 'Brand Leadership' and 
‘Product Leadership’ awards by Frost & Sullivan in the 
Indian Distributed Control Systems. 
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No.428 Omax Autos Ltd.: Omax Autos Limited's mantra for 
steady performance, financial discipline and generation 
of higher returns on investments would lead to its 
growth, satisfying its customers. 
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No.466 Kohinoor Foods Ltd.: Kohinoor Foods Ltd., famous for its 
fine biryani, prepared 14,060 kgs of biryani, and thus entered into 
the prestigious Guinness Book of World Records. 
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No.491 Novartis India Ltd.: With its wide range of 

healthcare products from Vaccines to Diagnostics, | 

Novartis has been crowned the Dow Jones (5 N О VA RTI S 
Sustainability Index (DJSI) super sector leader in ) 
healthcare for the year 2008. 
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COMPANY Re Cr Г% д | Rs С у A PBDIT (Rs. Cr) OPM (%) | M-CAP (Rs. Cr) 
480. * KP R MILL LTD. 612.16 22.88 7935 35.83 153.77 25.12 440.09 
482 * INDIABULLS SECURITIES LTD. 611.13 147.20 248.66 80.98 401.86 65.29 2025.70 
А |83 277 DHAMPUR SUGAR MILLS LTD. _ 609.98 -37.93 -60.25 -158.65 19.22 3.15 309.13 
484 485  MEGĦMANI ORGANICS LTD. _ 60774 2766 37.60 -8.02 7049 11.60 591.99 
MENS * JAYANT AGRO-ORGANICS LTD. — ч 60686 338 614 1629 à 2235 à— 368 _ 10502 
400 _ * SHRI LAKSHMI COTSYN LTD. — 00643 67% 36.32 129.29 — 8693 1433 17148 
80 435 CARBORUNDUM UNNERSAL LTD. — — 80507 2938 9717 — 6565 18162 3000 126433 
400 - 469 ABBOTT INDIA LTD: - ИОВА X— 50508 — 1340 10699 1769 = 77690 
489 — * HOTEL LEELAVENTURE LTD. — _ — 80339 4311 14855 1767 35444 5874 168289 
490. 280 SICAL LOGISTICS LTD. = || 60264 -40.49 _ 36.26 11.16 7142 11.85 670.07 
91 | 43 NOVAFTIS INDIA LTD. _ 60021 2.42 97.23 9.80 155.36 25.88 990.07 
? 2 453 ANDHRA PRADESH PAPER MILLS LTD | 599.27 2141 1654 -31.45 106.67 18.09 215.41 
в * — AHMEDNAGAR FORGINGS LTD. _ 89749 5942 65.93 61.20 12249 20.57 542.93 
404 371 D C M SHRIRAM INDS. LTD _ 59576 -412 -4.21 -366.46 36.70 6.19 165.04 
4055 — * SAKWABXPORTSUD. — _ __ 80305 14658 433 6217 — 746 15 30 
Bab 454 SYARAMSLKMLLSLTD. — 59200. 1278 981° 535) о: 10090 
07 426 |G PETROCHEMICALS LTD. _ EMEN ӨЫ 5% эз à $5985 1015 ^ 17069 
008 436 WEST COASTPAPERMILLSLTD. ЫС... E 81.90 — 2323 11908 à— 2024 39543 
499. EL Ws COMPUAGE INFOCOM LTD. — КООШ 6 428 1194 1456 248 52.54 
500 450 COSMORLMSLTD. — _ КООШ MUR —— 47 78% 9776 1665 19672 
Around 2,502 BSE-listed The top 500 companies were Figures for the financial year Macro classification of 
companies chosen for the > selected and ranked on the » are for the period April 1, 2007 P industries done to simplify 
rankings. basis of Net Sales. to March 31, 2008. the industry categories. 
For all companies ending date of M-cap is 24.10.2008 
* ----- New Entrant | 4 ----- Change over the previous fiscal year | NA - Not Available 
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How Ле Analyst 500 was arrived at 


Around 2,502 companies that are listed on the Bombay Stock Exchange 
were considered for The Analyst 500 rankings. The data for 
FY2007-08 (April 1, 2007 to March 31, 2008) were taken for the ranking 
purposes. 7he Analyst 500 companies have been ranked on the basis of Net 
Sales alone. Besides, Net Sales, other important parameters like PAT, Operat- 
ing Proft or PBDIT, Operating Profit Margin and Market Capitalization have 
also been considered so as to provide our readers with a more comprehen- 
sive picture of the performances of the companies ranked. The list also 
contains the rankings of 2007, along with those of 2008 for the current 500 
companies to give the readers an idea of the changes in the rankings of the 
companies. 


A separate list of debutants and discards (companies) has also been 








provided, i.e., the companies that are entering 7he Analyst 500 for the first 
time and the companies which could not find a place in this year's list but 
had figured in The Analyst 500 list in 2007. In addition, there is an industry- 
wise list of companies, comprising of those figuring in The Anlayst 500, in 
alphabetical order. The companies which are not available were not consid- 
ered for the ranking purposes. Also, companies with less than two years of 
listing track record were not included in the analysis. 


Data Source: 


The rankings are based on the data sourced from Prowess 3.5 version, the 
corporate data base of Center for Monitoring Indian Economy (CMIE). 








Discrepancy in data, if any. from the actual figures can be attributed to the normalization process adopted by CMIE while uploading the data in order to maintain 


uniformity across the word. 


Parameters & Definitions 





| PAT 
РАТ is the measure of Profit after the Tax deduction. 


| Growth in PAT 
PAT growth is calculated as percentage increase/decrease in PAT 
over the fiscal year. 


| PBDIT 
PBDIT is the measure of profit before subtracting Depreciation, 
interest and Tax. 


| Growth in PBDIT 
PBDIT growth is calculated as percentage increase/decrease in 
Operating Profit (PBDIT) over the previous fiscal year. 


| Market Capitalization (M-Cap) 
The market capitalization of a company as on a given date, is 
defined as the product of the closing price on that date and the 
number of outstanding equity shares as on the same date. (Prices 
of BSE used) 


For The Analyst 500 M-cap has been taken as on October 14, 2008 
and calculated backwards for 365 days M-cap. 


—— AAA L 


| Operating Profit : 
For non-financial companies is defined as 


PBDITA - Profit before income depreciation interest taxes and 
amortization. 


For financial services companies is defined as 


PBDPTA - Profit before depreciation, provisions, taxes and amor- 
tization. 


? Operating Profit Margin (OPM) 
Operating profit margin is calculated as 
For non-financial companies is defined as — (PBDITA/Net 
Income)*100 
For financial services companies is defined as — (PBDPTA/Net 
Income)*100 


| NetProfit Margin (NPM) 
NPM is calculated as PAT divided by net sales 
NPM=PAT/Net Sales 
Net Sales: 
Net Income = ((Sales + Income from financial services)- 
Indirect Taxes) 
Sales: inc_sales , 
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This is the sum of industrial sales and income from non-finan- 
cial services. This field reflects what most non-finance compa- 
nies would report as Sales or Income from their main activi- 
ties. It includes the income the company earned through the 
sale of industrial goods and its various associated incomes 
such as sale of scrap or raw material or through providing job- 
work, utility services, trading or other services. It includes all 
kinds ofincome that the company may earn through providing 
of all kinds of non-financial services. 
It excludes all financial income or income earned through 
financial services, residual other incomes and prior period 
iin and extraordinary incomes. 'Sales' is a derived data 
field generated through the addition of 'Industrial sales' and 
"Income from non-financial services". Sales is a gross figure. It 
is inclusive of all indirect taxes and rebates and discounts. 


Income from financial services: inc fin services 
Broadly, the sales generated by a company is classified by 
CMIE into three broad categories: industrial sales, income 
from non-financial services, and income from financial 
services. Companies do not present such a categorization of 
their income in their accounts. They usually provide a break- 
up in terms of main sources of income and other income. How- 
ever, 'main' and 'other' have company-specific meaning, and 
often these are ambiguous terms that limit the comparability 
of information across companies or over time. CMIE deploys a 
less ambiguous classification system that re-states the pre- 

ented information into a more comparable form. We use the 
р descriptions provided by the companies and the informa- 
tion provided in the various schedules and notes to re-classify 
the available information in this more comparable format. 
Income from financial services is one of the three major heads 
of classification used by CMIE. It comprises of three kinds of 
income—those based on providing financial services for a fee, 
such as broking, those based on providing funds and earning a 
return in the form of interest, and those based on operations of 
a treasury department to optimize returns from short-term 
deployment of funds. 

А company may or may not provide such a classification in 
its accounts. However, we use the detailed description avail- 
able to categorize the sales according to the above classifica- 
tion. Each of three categories are described separately. The 
sum of the above three categories is 'income from financial 
services’. 








Indirect taxes: exp_indirect_taxes 
Indirect taxes include excise duty, sales tax or value-added 
tax and all other kinds of indirect taxes. Indirect taxes are 
levied on the production of goods, or services rendered, or the 
movement of goods, or their trading, etc. It includes statutory 
contributions made by companies of certain industries such 
as steel or petroleum. All indirect taxes levied by the central, 
state or local governments are included here. 

The data field Indirect taxes is computed as the sum of the 
following: 


=n 


Excise duty 

Sales tax 

Value-added tax 

Other indirect taxes 

Rates and taxes (including octroi) 
Turnover tax 

Registration fees/stamp duty 


Contribution to Oil Pool Account 


D p эз wm m p $9 N 


Contribution to Joint Plant Committee 


a" 
= 


Interest tax 


— 
— 


Service tax 


m 
po 


Mining cess 


Lo: Miscellaneous indirect taxes 


For a few companies like Jindal Saw Ltd., Suashish Dia- 
monds Ltd., Samtel Color Ltd. we have taken the financial 
data for the period of 15 months. And for Triveni Engineering 
& Inds. Ltd., Vishal Exports Overseas Ltd., Southern Petro- 
chemical Inds. Corpn. Ltd., Avaya Globalconnect Ltd., Gillette 
India Ltd., Simbhaoli Sugars Ltd. the financial data is for 18 
months. 





Data compiled from Prowess database of Center for Monitoring of Indian Economy 
(СМЕ). 





Disclaimer: The Analyst has taken utmost care and caution in collecting the data before publication. In spite of this, if any omission, inaccuracy or printing errors occur with 


regard to the data, The Analyst will not be held responsible or liable. 
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ABRASIVES 
605.07 





Industry-wise Classification 


| CARBORUNDUM UNIVERSAL LTD. 
AIR TRANSPORT 
















i JET AIRWAYS (INDIA) LTD. 
KINGFISHER AIRLINES LTD. 
AIR-CONDITIONERS & REFRIGERATORS 










906363 - 
1838.50 
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1 BLUE STAR LTD. 2261.47 — 
© 2 О WHIRLPOOL OF INDIA LTD. 1819.75 198 
LLOYD ELECTRIC & ENGINEERING LTD. 669.71 448 
E ALKALIES 
EL GUJARAT ALKALIES & CHEMICALS LTD. 1163.82 294 
GHCL.TD. 108571 — 310 
ALUMINUM & ALUMINUM PFODUCTS 
-| HINDALCO INDUSTRIES LTD. 19624.81 18 
NATIONAL ALUMINIUM CO. LTD. 5394.61 76 
AUTOMOBILE ANCILLARIES 
BOSCH LTD. - 4459.41 86 
BHARAT FORGE LTD. 2306.94 163 
MOTHERSON SUMI SYSTEMS LTD. 1328.08 265 
SUNDRAM FASTENERS LTD. 1203.19 266 
| АМТЕК AUTO LTD. 1193.02 289 
© WHEELS INDIA LTD. 114373 299 
Т AMTEK INDIA LTD. 74894 413 
OMAX AUTOS LTD. 72558 428 
9 MUNJAL SHOWA LTD. 71984 432 
10 RICO AUTO INDS. LTD. 719.01 433 
11 SONA KOYO STEERING SYSTEMS LTD 690.16 442 
SUBROS LTD 662.83 451 
13 | JAY BHARAT MARUTI LTD. 65739 454 
1 PRICOL LTD. 635.15 465 
$ FEDERAL-MOGUL GOETZE (INDIA) LTD. 623.21 ERAT 
AUTOMOTIVE AXLES LTD. 61732 476 
BAKERY PRODUCTS 
BRITANNIA INDUSTRIES LTD. 2660.82 143 
i BANKING SERVICES 
Л STATE BANK OF INDIA 57525.04 5 
© ICICIBANK LTD. 4034651 8 
Оз PUNJAB NATIONAL BANK 16058.40 24 
PS. CANARA BANK _ 15757.62 26 
5 | BANKOFINDA 1381718 30 





— — — ——— — 


3B | Decemher 2008 | 



























MES COMPANY NETSALES | "RANKING 
RANKING (Rs. Cr) 2008 
BANKING SERVICES 
BANK OF BARODA 13195.36 ^— 32. 
H D F C BANK LTD. 12679.50 - 33 
‚ UNION BANK OF INDIA 1077861 40 
|D BIBANK LTD. 982745 42 
INDIAN OVERSEAS BANK 8776.75 46 
AXIS BANK LTD. 8766.28 — 47 
CENTRAL BANK OF INDIA 8603.46 49 
SYNDICATE BANK 8560.24 51) 
ORIENTAL BANK OF COMMERCE 7391.20 К 
15 ALLAHABAD BANK 7277.23 ИШ 
UCO BANK 703966 60 
INDIAN BANK 5752.99 i 
CORPORATION BANK 502550 —— 79 
19 ANDHRABANK 466000 84 
ж. VIJAYA BANK 432370 88 
BANK OF MAHARASHTRA 386266 101 
STATE BANK OF TRAVANCORE 3846.16 102 
23 STATE BANK OF BIKANER & JAIPUR 3498.51 — 115 
Ои? КОТАК MAHINDRA BANK LTD. 3098.41 126. 
_ DENABANK 2971.11 131 
STATE BANK OF MYSORE 2874.44 136 
| FEDERAL BANK LTD. 2777.42 — 141 
_ JAMMU & KASHMIR BANK LTD. 2641.06 145 
«| INDUSIND BANK LTD. 2176.18 — 171 
| ING WSYA BANK LTD. 1986.92 — 184 - 
KARNATAKA BANK LTD. 178625 — 200 
_ YES BANK LTD. 1596.97 224 
SOUTH INDIAN BANK LTD. 138459 252 
KARUR VYSYA BANK ЕТО. 130446 273 
BANK OF RAJASTHAN LTD. 112242 — 9304. 
DEVELOPMENT CREDIT BANK LTD. 70423 — 437. 
CITY UNION BANK LTD. 635.57 464 
BEER & ALCOHOL 
UNITED BREWERIES LTD. 1345.17 — 259. 
RADICO KHAITAN LTD. 79371 — 401 
BROKERS 
INDIABULLS FINANCIAL SERVICES LTD. 1323.12 269-4 
INDIA INFOLINE LTD. 657.54 453 


CASTINGS & FORGINGS 
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INDUSTRY- 























WISE COMPANY | mes 
RANKING (Rs. Cr) 
ЙЭ SUJANA UNIVERSAL INDS. LTD. 912.77 
2 AIA ENGINEERING LTD. 61892 — 
AHMEDNAGAR FORGINGS LTD. 597 49 
| CEMENT 
| GRASIM INDUSTRIES LTD. 10671.83 
EN м. 
5 AMBWJACEMENTSLTD. = 6314.06 
"4 ULTRATECH CEMENT LTD. 
ee CENTURY TEXTILES & INDS. LTD. 3545.61 
) МОА CEMENTS LTD. _ 808885 G 
$НВЕЕ CEMENT LTD. 214638 — 
"IE MADRAS CEMENTS LTD. 1982.81 
5 | BIRLA CORPORATION LTD. 172096 — 
) САМА CEMENT (BHARAT) LTD. 1654.61 
01 JK CEMENTLTD. = 1473.23 — 
19 JK LAKSHMI CEMENT LTD. 1137.85 
1. ВМАМ CEMENT LTD. 958.46 
LL CHETTINAD CEMENT CORPN. LTD. 
ј SANGHI INDUSTRIES LTD. = 
am L^ OCLINDIALTD. 762.68 
PRISM CEMENT LTD. 757.86 
CLOTH 
| ALOK INDUSTRIES LTD. 2443.40 
2 ARVIND LTD. | | 
E^ KUMARS NATIONWIDE LTD. _ EN LL. 
1 | BOMBAY DYEING & MFG. CO. LTD. 953.28 
j ВОМВАҮ RAYON FASHIONS LTD. 943.37 
б ESKAYKINIT(INDIA) LTD. = 652.00 
7 KSL &INDUSTRIES LTD. 
SIVARAM SILK MILLS LTD. 592.00 
= COAL & LIGNITE 
| GUJARAT MINERAL DEVP CORPN. LTD. 1025.44 
GUJARAT N В E COKE LTD. 908.92 


COMMERCIAL COMPLEXES 


due ‚| OMAXE LTD. 1806.24 - 

d ___ PARSVNATH DEVELOPERS LTD. 1759.67 | 

he | SOBHA DEVELOPERS LTD. 1333.93 — 
INDIABULLS REAL ESTATE LTD. 648.65 


COMMERCIAL VEHICLES 


690837 61 


5533.00 


99035. Ee 
861.02 4 


2308.50 — — 


64825 54 


AE HOUSING DEVELOPMENT & INFRASTRUCTURE LTD. 245669 ` 
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INDUSTRY- | 
WSE | 
RANKING | 


Г TATA MOTORS LTD. 


NETSALES | NETSALES 


COMPANY RANKING 








(Rs. Cr) 
29281.28 























~__ ASHOK LEYLAND LTD. 804873 54 
eames ETD.: oL 2925 Ж ШШШ 

4 | FORCE MOTORS LTD. 92776 — 354 

4. SWARAJ MAZDA LTD. 669.54 449 

ee COMMUNICATION EQUIPMENT 

П 1206.02 285 

AVAYA GLOBALCONNECT LTD. 83966 389 
1 | TATA CONSULTANCY SERVICES LTD. 1892800 — 19 
2 WPROLD. = 1788180 ЖИ 
ШИШИ NFOSYS TECHNOLOGIES LTD. _ 15691.00 а 

4 SATYAM COMPUTER SERVICES LTD. 838050 53 

HCL TECHNOLOGIES LTD. 4175.11 — 93 
8 ТЕСН MAHINDRA LTD. 3688.40 106 - 
| | ORACLE FINANCIAL SERVICES SOFTWARE LTD. 183821 197 
8 _ MPHASIS LTD. 1709.51 207 
EN отт. 151692 235 
С FINANCIAL TECHNOLOGIES (INDIA) LTD. 134624 258 
Е PATNI COMPUTER SYSTEMS LTD. 132529 268 - 
deus PRITHVI INFORMATION SOLUTIONS LTD. 112580 _ 303. 
dec. CMCLTD. 977.68 — 339. 
| POLARIS SOFTWARE LAB LTD. 957.72 346. 
mu reum 750.00 ЖЕШИН 
) IC SA(INDIA) LTD. 67747 444 

| ROLTA INDIA LTD. 618.51 474 

27106 SYSTEMS LTD. 612.26 480 


COMPUTERS, PERIPHERALS & STORAGE DEVICES 
1 HC LINFOSYSTEMS LTD. 14167370 35 
2 MOSER BAER INDIA LTD. 1971.90 

8 COMPUAGE INFOCOM LTD. — 


CONSTRUCTION EQUIPMENT 














2586.68 
828.11 






вемило 
ELECON ENGINEERING CO. LTD. 

m CONSUMER ELECTRONICS 

 VIDEOCON INDUSTRIES LTD. 










7669.56 


a MIRC ELECTRONICS LTD. 159654 234 
TREND ELECTRONICS LTD. 83317 391 
COPPER & COPPER PRODUCTS 
_ STERLITE INDUSTRIES (INDIA) LTD. _ 13429.26 — 31 





NET SALES 
(Rs. Cr 


Ў HINDUSTAN COPPER LTD. 1657.44 
COSMETICS, TOILETRIES, SOAPS & DETERGENTS 


COMPANY 


































| RANK NG 





-—. HINDUSTAN UNILEVER LTD. 14070.85 — 

|) NIRMA LTD. 2200.14 
 DABURINDIALTD. —- _ 2101.84 

| COLGATE-PALMOLVE (INDIA) LTD. 1536.43 
GODREJ CONSUMER PRODUCTS LTD. 891.27 

COTTON & BLENDED YARN 
UR. VARDHMAN TEXTILES LTD. 232736 — 

2 RSWMLTD. | 116222 © 
3 ABHISHEK INDUSTRIES LTD. 1085.38 
E NAHAR SPINNING MILLS LTD. 920.61 
6 | SPENTEX INDUSTRIES LTD. 804.73 
8... SANGAM (INDIA) LTD. _ 699.86 
BEES ттт. 850.28 
LB. KPRMILLLTO. 612.16 

| COURIER SERVICES 
BLUE DART EXPRESS LTD. 808.33 
CRUDE OIL & NATURAL GAS 
_ OIL & NATURAL GAS CORPN. LTD. 57185.56 
DAIRY PRODUCTS 

3498.16 


NESTLE INDIA LTD. 


_ HATSUN AGRO PRODUCTS LTD. 867.25 
HERITAGE FOODS (INDIA) LTD. 618.46 
1 DIVERSIFIED 
"| ADITYA BIRLA NUVO LTD. 393876 - 
_ VOLTAS LTD. 30725 — 
L KESORAM INDUSTRIES LTD. | wir 
L4... DCM SHRIRAM CONSOLIDATED LTD. 2488.24 
5 | SINTEX INDUSTRIES LTD. 1694.41 
б алат | 1688.98 
Т BALMER LAWRIE & CO. LTD. _ 1461.60 
— 8 _ ORIENT PAPER & INDS. LTD. 1329218 — 
Э SURYA ROSHNI LTD. 127019 
© 40 PRAKASH INDUSTRIES LTD. 105482 — 
11 NAVABHARAT VENTURES LTD. | 9023 
_ | NAHAR INDUSTRIAL ENTERPRISES LTD 883.11 
I TEXMACO LTD. 638.43 
D C M SHRIRAM INDS. LTD. 595.76 


-— ^^ * 





__ GLAXOSMITHKLINE CONSUMER HEALTHCARE LTD.1322.38 — — 
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2008 
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Industry-wise Classification 







































SE COMPANY NETSALES | RANKING 
ANKING (Rs. Cr) 2 
DOMESTIC ELECTRICAL APPLIANCES 
С BAJAJ ELECTRICALS LTD. 198462 251 
| VALUE INDUSTRIES LTD. 130293 274 
DRUGS & PHARMACEUTICALS 
0 CPLALTD. © 428444 89 
2 RANBAXY LABORATORIES LTD. 4108.51 95 
~ 3 DR. REDDY'S LABORATORIES LTD. 3676.24 107 — 
(4 SUN PHARMACEUTICAL INDS. LTD. 3211.51 124 
5 LUPIN LTD. a 2585.76 — 148. 
6 AUROBINDO PHARMA LTD. 936300 156 
T... PIRAMAL HEALTHCARE LTD. 195924 — 189 
|... CADILA HEALTHCARE LTD. 175550 — 205. 
GLAXOSMITHKLINE PHARMACEUTICALS LTD. 1681.08 214 
GLENMARK PHARMACEUTICALS LTD. 1355.13 255 
1 = | WOCKHARDT LTD. 1313.33 О 
2 | ORCHID CHEMICALS & PHARMACEUTICALS LTD. 130932 272 
| IPCA LABORATORIES LTD. 1111.01 — 306. 
DIIS LABORATORIES LTD. ч 1038.32 321 
TORRENT PHARMACEUTICALS LTD. 100238 —— 329 
ALEMBIC LTD. 100032 — 330. 
MATRIX LABORATORIES LTD. _ 96797 342 
AVENTIS PHARMA LTD. | 92680 355 
BIOCON LTD. 898.01 — 367. 
_ | PANACEA BIOTEC LTD. 86283 — 382 
1 NECTAR LIFESCIENCES LTD. | 74862 414 
PFIZER LTD. 73411 423 
(25 — ANKUR DRUGS & PHARMA LTD. 67497 447 
24 ABBOTT INDIA LTD. 604.72 488 
| NOVARTIS INDIA LTD. 60021 491 
DRY CELLS & STORAGE BATTERIES ie 
EXIDE INDUSTRIES LTD. 288249 135 
2 AMARARRAJA BATTERIES LTD. 10273 07 
-. HBLPOWERSYSTEMSLTD. = 969.89 341 
EVEREADY INDUSTRIES (INDIA) LTD. 844.34 388 
DYES & PIGMENTS 
1 MICRO INKS LTD. 1183.76 292 
CLARIANT CHEMICALS (INDIA) LTD. 869.72 377 


ELECTRICITY DISTRIBUTION 


_ POWER GRID CORPN. OF INDIA LTD. 
ELECTRICITY GENERATION 





4990.03 82 
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INDUSTRY- 


WISE COMPANY 
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Е NTPCLTD. 
| RELIANCE INFRASTRUCTURE LTD. 
TATA POWER CO. LTD. 
TORRENT POWER LTD. 
NEYVELI LIGNITE CORPN. LTD. 

CESCLTD. 

| GUJARAT INDUSTRIES POWER CO. LTD. 
FERTILIZERS 
RASHTRIYA CHEMICALS & FERTILIZERS LTD. 
TATA CHEMICALS LTD. 

| NATIONAL FERTILIZERS LTD. 

COROMANDEL FERTILISERS LTD. 

GUJARAT STATE FERTILIZERS & CHEM. LTD. 
GUJARAT NARMADA VALLEY FERTILIZERS CO. LTD. 
_ CHAMBAL FERTILISERS & CHEMICALS LTD. 
ZUARI INDUSTRIES LTD. 




























MANGALORE CHEMICALS & FERTILIZERS LTD. 

© SOUTHERN PETROCHEMICAL INDS. CORP LTD. 
FERTILISERS & CHEM., TRAVANCORE LTD. 

| FINANCIAL INSTITUTIONS 

L^. POWER FINANCE CORPN. LTD. 

2 RURAL ELECTRIFICATION CORPN. LTD. 

р 5 | INFRASTRUCTURE DEVELOPMENT FIN. CO. LTD. 

IFCILTD. 







FOOTWEAR 
BATA INDIA LTD. 
| GEMS & JEWELRY 
L—. RAJESH EXPORTS LTD. 
"TITAN INDUSTRIES LTD. 
GITANJALI GEMS LTD. 
SU-RAJ DIAMONDS & JEWELLERY LTD. 
SUASHISH DIAMONDS LTD. 
ASIAN STAR CO. LTD. 
SHRENUJ & CO. LTD. 


Е CLASSIC DIAMONDS (INDIA) LTD. 
GENERAL PURPOSE MACHINERY 









: SKFINDIALTD. 
KIRLOSKAR BROTHERS LTD. 
ATLAS COPCO (INDIA) LTD. 


39954.10 


_ NAGARJUNA FERTILIZERS & CHEMICALS LTD. | 







NET SALES 


(Rs. Cr 





6850.71 


6390.98 - 


3671.67 
3518.01 
2965.31 

955.65 


5205.10 


4690.38 
4178.57 
3816.73 
3588.93 
3379.15 
2791.36 
2663.68 
2196.21 
1639.85 
1497.11 
1100.07 


9010.19 
3935.77 
2994.27 
1935.78 


862.53 
8666.47 


2997.61 
2657.50 


217480 — 
(192948 — 
1326.31 | 


997.00 
716.21 


1577.83 
1552.37 
971.88 


NET SALES 


№ 
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Industry-wise Classification 


INDUSTRY- 
WISE 


COMPANY 
RANKING 


FA G BEARINGS INDIA LTD. 


SIEMENS LTD. 
ABBLTD. 
ДЫЗ ДИ CROMPTON GREAVES LTD. 
_ AREVA T & D INDIA LTD. 
EMCO LTD. 
KIRLOSKAR ELECTRIC CO. LTD. 
} GLASS & GLASSWARE 
| ASAHI INDIA GLASS LTD. 
HINDUSTHAN NATIONAL GLASS & INDS. LTD. 
HEALTH SERVICES 


APOLLO HOSPITALS ENTERPRISE LTD. 
HOTELS & RESTAURANTS 
INDIAN HOTELS CO. LTD. 

EIHLTD. 


HOTEL LEELAVENTURE LTD. 
HOUSING CONSTRUCTION 


€— 


DLFLTD. 
UNITECH LTD. 
ANSAL PROPERTIES & INFRA. LTD. 


I VR PRIME URBAN DEVELOPERS LTD. 
HOUSING FINANCE SERVICES 


L 1C HOUSING FINANCE LTD. 
INDUSTRIAL CONSTRUCTION 
LARSEN & TOUBRO LTD. 
PUNJ LLOYD LTD. 
| MAYTAS INFRA LTD. 
| LANCO INFRATECH LTD. 
ALSTOM PROJECTS INDIA LTD. 
B L KASHYAP & SONS LTD. 
B G R ENERGY SYSTEMS LTD. 
ERA INFRA ENGG. LTD. 
PATEL ENGINEERING LTD. 
Ю UNITY INFRAPROJECTS LTD. 
11. | ENGINEERS INDIA LTD. 
2 IT D CEMENTATION INDIA LTD. 


SHRIRAM E P C LTD. 
INDUSTRIAL MACHINERY 


GENERATORS, TRANSFORMERS & SWITCHGEARS 


_ HOUSING DEVELOPMENT FINANCE CORP. LTD. 


NET SALES 


(Rs. Cr) 


647.45 


7938.13 


9968.10 
4092.68 
2007.88 


951.32 | 


729.13 


1047.57 
1026.25 


1146.94 


1779.13 "I 
108232 —— 


603.39 


6042.80 
2953.27 


86396 — 


614.06 


8889.16 — 


2319.32 


2534310 ЖШ 


4544.58 
1628.01 
1596.98 
1565.98 


1559.51 | 


1507.07 


1465.47 — 


1017.30 


857.56 - 


820.17 
720.95 
629.15 








NET SALES 
RANKING 


2008 
461 





ANALYST 





INDUSTRY- 

WISE COMPANY 
RANKIN 
ы LAKSHMI MACHINE WORKS LTD. 
PRAJ INDUSTRIES LTD. 
ALFALAVAL (NDIA) LTD. = 
< WALCHANDNAGAR INDUSTRIES LTD. 
INFRASTRUCTURAL CONSTRUCTION 


———— 
—— 


|e — 


COE. JAPRAKASH ASSOCIATES LTD. 

I IVR CL INFRASTRUCTURES & PROJECTS LTD. 
NAGARJUNA CONSTRUCTION CO. LTD. 
HINDUSTAN CONSTRUCTION CO. LTD. 
SADBHAV ENGINEERING LTD. 

GAYATRI PROJECTS LTD. 


_ MADHUCON PROJECTS LTD. 
LUBRICANTS, ЕТС. 


Woe pee ow 


et ee ee 


ee rommaa eee 


em 





CASTROL INDIA LTD. 
2) SAVITA CHEMICALS LTD. 

GULF OIL CORPN. LTD. 
MEDIA-BROADCASTING 
| ZEE ENTERTAINMENT ENTERPRISES LTD. 
SUN T V NETWORK LTD. 





——À 


MEDIA-PRINT 


| HT MEDIA LTD. 

DECCAN CHRONICLE HOLDINGS LTD 

JAGRAN PRAKASHAN LTD. 

METAL PRODUCTS 

| JINDAL STEEL & POWER LTD. 

K E C INTERNATIONAL LTD. 

__ KALPATARU POWER TRANSMISSION LTD. 

~~ 4 USHA MARTIN LTD. 

E JYOTI STRUCTURES LTD. 
| ADHUNIK METALIKS LTD. 

^. MANAKSIA LTD. 

~ GILLETTE INDIA LTD. 


— = 


—.----— 


—— 
oo’ 


= 


MINERALS 





1 NMDCUD. 
| SESA GOA LTD. 

ASHAPURA MINECHEM LTD. 

MISC. ELECTRICAL MACHINERY 


ELECTROTHERM (INDIA) LTD. 
MISC. MANUFACTURED ARTICLES 


————X 


^. ROHIT FERRO-TECH LTD. 





ЧЕТ SALES 


(Rs. Cr) 

2348.72 
738.64 
704.74 
636.53 


4173.60 
3727.61 


3423.28. 


2579.41 


86747 — 


744.88 
735.51 


_ 5395.57 


2795.50 
1694.31 


1686.65 — 


1364.62 
1050.04 
741.35 
699.49 


6355.54 


3505.13 
1505.49 


1328.83 


623.39 


NET SALES 
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INDUSTRY- 
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NET SALES 
(Rs. Cr) 


NON-BANKING FINANCIAL COS. (NBFCS) 






























SHRIRAM TRANSPORT FINANCE CO. LTD. 2492.35 
| MAHINDRA & MAHINDRA FIN. SERVICES LTD. — 1211.39 
^ SUNDARAM FINANCE LTD. 1023.33 - 
CHOLAMANDALAM D B S FINANCE LTD. 896.47 
ORGANIC CHEMICALS 
JUBILANT ORGANOSYS LTD. 2116.16 
INDIA GLYCOLS LTD. 
AARTI INDUSTRIES LTD. 887.58 
GODREJ INDUSTRIES LTD. 820.08 
= Ő TAMILNADU PETROPRODUCTS LTD. 784.82 
S | GROUP-INDIA LTD. 655.32 
| G PETROCHEMICALS LTD. 589.74 
| OTHER AGRICULTURAL PRODUCTS 
© квт. 1002.75 
KOHINOOR FOODS LTD. 634.30 
OTHER CHEMICALS 
| РОТЕ INDUSTRIES LTD. 1542.55 
DEEPAK FERTILISERS & PETROCHEM. CORP LTD. 1070.23 
j _ PHILLIPS CARBON BLACK LTD. 1056.57 
— 4 | STERLING BIOTECH LTD. 910.85 
ЖЕ и; BASFINDIALTD. 910.80 
JAYANT AGRO-ORGANICS LTD. 606.86 
Giu OTHER CONSTRUCTION & ALLIED ACTIVITIES 
© SIMPLEX INFRASTRUCTURES LTD. 2805.05 
| GAMMON INDIA LTD. 2320.85 
J М C PROJECTS (INDIA) LTD. 896.89 


ABAN OFFSHORE LTD. 723.39 


OTHER ELECTRONICS 















| BHARAT ELECTRONICS LTD. 4250.05 
SAMTEL COLOR LTD. 1202.70 

| HONEYWELL AUTOMATION INDIA LTD. 866.46 

OTHER FINANCIAL SERVICES 
SHRIRAM CITY UNION FINANCE LTD. 619.44 
OTHER NON-FERROUS METALS 
HINDUSTAN ZINC LTD. 8509.18 
deus qi OTHER TEXTILES 

RAYMOND LTD. 1489.73 
WELSPUN INDIA LTD. 1328.81 
ALPS INDUSTRIES LTD. 633.87 


132706 — | 


NET SALES 
RANKING 
2008 
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empowering minds 


“MANAGEMENT SERIES" FROM S. CHAND 





ө For Global Businesses, Corporates, Organizations, Academia, Students, Libraries etc. 
e Written by Internationally Acclaimed Authors with Academic and Best Practices Experience 


BUSINESS INNOVATION The purpose of this book is to provide comprehensive coverage of innovation-related 


In the 21" Century 
Praveen Gupta 


Code: 07452 Rs. 500.00 


STAT FREE SIX SIGMA 


. Focusing on Intent for Quick Results 


Praveen Gupta & Arvin Sri 


_ Code: 07450 Rs. 200.00 


TOTAL QUALITY 


Excellence through 
Organization-Wide Transformation 


Bharat Wakhlu 
Code: 07A442 Rs. 200.00 


Personality Development 
and 
Career Management 


R.M. Onkar 
Code: 07445 Rs.300/- 


ENTREPRENEURIAL 
DEVELOPMENT 


S. S. Khanka 
Code: 07307 Rs. 275/- 


HUMAN RESOURCE 
MANAGEMENT 

S. S. KHANKA 

Code: 07381 Rs. 300/- 


processes and a new framework of innovation — a framework which is suitable for the 
Internet generation and the knowledge age. The goal of developing such a framework is to 
facilitate standardization of the innovation process so that results can be more predictable 
and so that innovation can be produced on demand. 


In,this. book, the authors succeed in explaining the basics of Six Sigma, the required Six 
Sigma skills, and how to implement a successful Six Sigma initiative. They provide the 
reader with a foundational set of “Stat Free" Six Sigma tools that can be applied to each phase 
of the Six Sigma DMAIC problem-solving methodology. The authors emphasize the 
importance of innovation and demonstrate to the reader how to use innovation when 
implementing Six Sigma projects in today's competitive global business environment. 





This book presents a detailed road-map for meeting the challenges of a competitive, 
globalized world, where value creative may occur across nations and organizational 
boundaries. This book dispels the erroneous notion that total quality is beyond the realm of 
practicing line-managers, and can only be put into place by outsiders or those in staff 
functions. Beginning with the fundamental ideas of total quality, which are presented in the first 
three chapters, each chapter thereafter explains the essential enablers of total quality that 
need to be actuated simultaneously, for an organization-wide transformation, led by insiders. 


* This book is primarily written for the benefit of the young educated people who are interested and trying 
hard to find a proper, fruitful and progressive career and manage them effectively for achieving 
success in their lives. 

* Itoffers higher chances of success in your job and career prospects. 

* This book offers a comprehensive guidance for selection of the job which should match your potential. 

* Itoutlines and appraises challenges to the career in the 21° century and contains useful and practical 

advice and hints forfacing them. 

The book is organized into nine chapters with three Annexures that correspond to the subjects on which 

we are the least enlightened. 


Entrepreneurship is a new subject. Availability of literature based on this is very scanty and that too is 
scattered in some articles and edited volumes. There is not a single comprehensive, critical and analytical 
book on this subject. This fact has inspired the author to write a book to fill the gap. 

The salientfeatures of this book are as follows: 

Presentation of various aspects of entrepreneurship is the most salient feature of the book. 

*Clarity has been given top priority throughout. 

* Description, even of the most difficult topics, in a simple and easy to follow style, has been the authors 
main attempt. 


* This book has been written for the students of M.B.A., M. Com. and other Diploma Courses in 
Management. It would also be useful to the practitioners in the field of Human Resource Management. 

* The book covers the whole syllabus of HRM prescribed by the UGC Course Development Committee 
on Management. 

* The book gives a well-knitted and balanced coverage of theory, Contemporary issues, and practical 
examples and anectodes drawn from the Indian business world. 

* Employee empowerment, potential appraisal, succession planning, strategic human resource 
management, human resource management in a changing environment, HR in virtual organisations, 
international human resource management and leadership in the new millennium are some of the 
emerging and contemporary issues discussed in the book. 


S. CHAND & COMPANY LTD. 
7361, Ram Nagar, Qutab Road, New Delhi-110055, Ph: +91-11-23672080-81-82, Mb: 9899107446, 9911310888 
Fax: *91-11-23677446; e-mail: info@schandgroup.com 


Our Network : Ahmedabad Ph: 079-27541965, 27542369, Bangalore Ph: 080-22268048, 22354008, Bhopal Ph: 0755-4274723, Chandigarh Ph: 
0172-2725443, 2725446, Chennai Ph: 044-28460026, Coimbatore Mb: 09444228242, Cuttack Ph: 0671-2332580-81. Dehradun Ph: 0135- 
2740889, 2740861, Guwahati Ph: 0361-2738811 , Hyderabad Ph: 040-24744815, 24651135, Jaipur Ph:0141-2719126, 2719117, Jalandhar Ph: 
0181-2402630,5000630,Jammu Mb: 09878651464, Kochi Ph: 0484-2378207, 2378208, 2378740 Kolkata Ph: 033-22367459. Lucknow Ph: 0522- 
2626801, 2284815, Mumbai Ph: 022-22690881, 65102804, Nagpur Ph: 0712-2777666, 2720523, Patna Ph: 0612-2300489, 2302100, Pune Ph: 020- 
64017298, Ranchi Ph: 0651-2208761, (M) 9430246440, Raipur Ph: 0771-6459670, Mb: 9981200834, Visakhapatnam Mb: 09347580841 
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CTHERTRANSPORTS EQUIPMENT 


| AB G SHIPYARD LTD. 983.76 





PAINTS & VARNISHES 


_ ASIAN PAINTS LTD. | 3616.45 
-— KANSAI NEROLAC PAINTS LTD. 1428.18 
| BERGER PAINTS INDIA LTD. 1347.26 


* TC LINDIA LTD. 1057.53 





PAPER 





BALLARPUR INDUSTRIES LTD. - 2179.68 
TAMIL NADU NEWSPRINT & PAPERS LTD. 

_ ANDHRA PRADESH PAPER MILLS LTD. 599.27 
_ WEST COAST PAPER MILLS LTD. 588.32 


PASSENGER CARS & MULTI-UTILITY VEHICLES 


^ MARUTI SUZUKI INDIA LTD. 18599.90 

_ MAHINDRA & MAHINDRA LTD. 11475.79 

| HINDUSTAN MOTORS LTD. 665.44 
PESTICIDES 

© UNITED PHOSPHORUS LTD. 1665.88 

L BAYER CROPSCIENCE LTD. 1184.92 

^ ALLIS INDIA LTD. 685.70 


| MEGHMANI ORGANICS LTD. 
PIG IRON 





JAYASWAL NECO INDS. LTD. 


ТАТА METALIKS LTD. 1039.25 
© KIRLOSKAR FERROUS INDS. LTD. 736.18 
"VISA STEEL LTD. 692.44 

PLASTIC FILMS 
| JINDAL POLY FILMS LTD. 1289.96 
| COSMO FILMS LTD. 587.39 
PLASTIC PACKAGING GOOBS 
| UFLEX LTD. 1351.15 







PLASTIC TUBES & SHEETS, OTHER PRCDUCTS 


„= L ~ О ^^ ^^ 1 


NET SALES 


990.27 _ 


© JAIN IRRIGATION SYSTEMS LTD. 168870 — 
© SUPREME INDUSTRIES LTD. 1169.45 
- NILKAMAL LTD. 827.17 
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Industry-wise Classification 


INDUSTRY- 
WISE COMPANY 
RANKING 


POLYMERS 


а SUPREME PETROCHEM LTD. 1504.21 
y" FINOLEX INDUSTRIES LTD. 1420.00 

| SOUTH ASIAN PETROCHEM LTD. 1042.49 
NU DCWLTD. 757.76 
e PD CHEMPLAST SANMAR LTD. 657.69 


PRIME MOVERS 


` BHARAT HEAVY ELECTRICALS LTD. 





20481.28 
2 | SUZLON ENERGY LTD. 
3s THERMAX LTD. 3223.21 
CUMMINS INDIA LTD. 2425.73 
n KIRLOSKAR OIL ENGINES LTD. 221266 | 
GREAVES COTTON LTD. 1071.55 


PRODUCTION, DISTRIBUTION & EXHIBITION OF FILMS 


4 _ PYRAMID SAIMIRA THEATRE LTD. 741.31 
READYMADE GARMENTS 
GOKALDAS EXPORTS LTD. 1095.43 
VISHAL RETAIL LTD. 950.87 
KOUTONS RETAIL INDIA LTD. 790.50 
ВЕАМЕВУ 
1 INDIAN OIL CORPN. LTD. — 24960521 — 
2 RELIANCE INDUSTRIES LTD. 139308.76 — — 
8... BHARAT PETROLEUM CORPN. LTD. 11122392 — 
1 HNDUSTAN PETROLEUM CORPN. LTD. 10608242 _ 
5 MANGALORE REFINERY & PETROCHEM LTD. — 32538.05 
| CHENNAI PETROLEUM CORPN. LTD. 28221.49 
| BONGAIGAON REFINERY & PETROCHEM. LTD. 5988.91 
| REFRACTORIES 
Ы GRAPHITE INDIA LTD. 1134.03 
HEGLTD. 962.34 
ROAD TRANSPORT 
| TRANSPORT CORPORATION OF INDIA LTD. 1197.72 
SECURITIES AND STOCK TRADERS 
ЗЫ І RELIANCE CAPITAL LTD. 2064.78 
E © JM FINANCIAL LTD. 1769.46 


s —— ж € tu 


NET SALES 
(Rs. Cr) 
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INDUSTRY- 
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RANKING 








INDIABULLS SECURITIES LTD. 
SHIPPING 














SHIPPING CORPN. OF INDIA LTD. 
) GREAT EASTERN SHIPPING CO. LTD. 
| VARUN SHIPPING CO. LTD. 


MERCATOR LINES LTD. 

DREDGING CORPN. OF INDIA LTD. 
_ GREAT OFFSHORE LTD. 
SPONGE IRON 


_ SARDA ENERGY & MINERALS LTD. 
STEEL 


























STEEL AUTHORITY OF INDIA LTD. - 
_ TATA STEEL LTD. 

| JSWSTEELLTD. | 

| ISPAT INDUSTRIES LTD. 

JSLLTD. 

> | BHUSHAN STEEL LTD. 

АЛТАМ GALVA STEELS LTD. 
LLOYDS STEEL INDS. LTD. 
NATIONAL STEEL & AGRO INDS. LTD. 

| MUKAND LTD. | 
_ AJMERA REALTY & INFRA INDIA LTD. 
JAI BALAJI INDS. LTD. 
oS ISMTLTD. 
— KALYANI STEELS LTD. 

_ SUNFLAG IRON & STEEL CO. LTD. 
| SHAH ALLOYS LTD. 
| MAHINDRA UGINE STEEL CO. LTD. 
18 | GODAWARI POWER & ISPAT LTD. 

_ SURANA INDUSTRIES LTD. 


SUJANA METAL PRODUCTS LTD. 
STEEL TUBES & PIPES 


JINDAL SAW LTD. 


———— 
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MUNDRA PORT & SPECIAL ECONOMIC ZONE LTD. 









WELSPUN-GUJARAT STAHL ROHREN LTD. 


NET SALES 
(Rs. Cr) 


611.13 


3981.42 


288525 — 


871.03 


851.24 


ELS 


724.10 


20558.34 
11436.02 
8600.27 


5189.24 — 


4228.05 
3185.74 
2208.16 
2158.34 


_ 198458 
_ 193278 


1338.13 


1220.20 —— £ 


1010.10 
958.96 
921.93 


920.36 - 
81973 — 


802.68 
791.53 


6802.11 
4045.71 


40724.23 BE 
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STEEL TUBES & PIPES 





PSLLTD. 






























TUBE INVESTMENTS OF INDIA LTD. 
| MAHARASHTRA SEAMLESS LTD. | 
| MAN INDUSTRIES (INDIA) LTD. 


————— 


ELECTROSTEEL CASTINGS LTD. 


‚| RATNAMANI METALS & TUBES LTD. 
STORAGE & DISTRIBUTION 
PETRONET L N G LTD. 

DAMEN ir VO MA 
INDRAPRASTHA GAS LTD. 


——— 





SUGAR 
UMEN ТАМЕМ ENGINEERING & INDS. LTD. 
| BAJAJ HINDUSTHAN LTD. —— 
_ BALRAMPUR CHINI MILLS LTD. 
Д SHREE RENUKA SUGARS LTD. 
__ SAKTHI SUGARS LTD. 
_ EID-PARRY (INDIA) LTD. | 
SIMBHAOLI SUGARS LTD. 


DHAMPUR SUGAR MILLS LTD. 
SYNTHETIC TEXTILES 


——————— — — 


————————— 


INDO RAMA SYNTHETICS (INDIA) LTD. 
К > В F LTD. | 

5 GARDEN SILK MILLS LTD. 

CENTURY ENKA LTD. 

| SUTLEJ TEXTILES & INDS. LTD. 

3 SHRI LAKSHMI COTSYN LTD. 

TEA 
ТАТА TEA LTD. 


| MCLEOD RUSSEL INDIA LTD. 
TELECOMMUNICATION SERVICES 


m me a we a eee 






BHARTI AIRTEL LTD. 
_ RELIANCE COMMUNICATIONS LTD. 
IDEA CELLULAR LTD. = 
| MAHANAGAR TELEPHONE NIGAM LTD. 


NET SALES 


NET SALES : 
pdt RANKING 


(Rs. Cr) 7008 


2049.91 181 
185846 —— 194 - 
150948 233 
1447.30 — 245 .- 
139726 250. 
84560 — 387 

6604.46 


65 
1208.50 ; 204 — 
729.86 425 





1900.51 192 
188295 193 
138457 253 

73370 424 
69496 — 440. 
67570 445 
_ 652.68 456 
609.98 483 
2606.76 146 
1627.65 —— 221. 
1405.10 249 - 
1190.76 290 
806.28 398 
606.43 486 
1268.61 278 
675.64 446 

25823.73 214 

13935.56 29 
6892.87 62 
5000.41 81 
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NET SALES 


COMPANY 






(Rs. Cr) 







* ТАТА COMMUNICATIONS LTD. 335651 | 90. 
- TATATELESERVICES (MAHARASHTRA) LTD. ^ 178436 201 

1 TUPTRECMUD. = = 1235.82 280 
© SPICE COMMUNICATIONS LTD. 996.66 333 





— 







TOBACCOPRODUCTS 













Кс EE ITCLTD. 


Ц = GODFREY PHILLIPS INDIA LTD. 
TRACTORS 


14400.60 
899.20 






















ESCORTS LTD. 
_ PUNJAB TRACTORS LTD. 


2098.68 
988.08 


TRADING 





26564.56 





о MMTCLTD 


-- 


GAIL (INDIA) LTD. 1773681 22 
STATE TRADING CORPN. OF INDIA LTD. 15847.43 a5 
ADANI ENTERPRISES LTD. - 11832.87 34 
REDINGTON (INDIA) LTD. 5532.58 74 
6 PTCINDIALTO. 389412 100 
_ Z PANTALOON RETAIL (INDIA) LTD. 332912 —— 121 
| SURANA CORPORATION LTD. 1658.74 216 
VISHAL EXPORTS OVERSEAS LTD. 156050 228 
SHOPPERS STOP LTD. 115266 — 297. 
11 SALORA INTERNATIONAL LTD. 114874 305 
J | SAI SERVICE STATION LTD. 80951 365 
18 VARUN INDUSTRIES LTD. 892.42 371 
214 — USHDEV INTERNATIONAL LTD. 74507 415 
Штат. = 72587 4927 
USHA INTERNATIONAL LTD. 70994 435 
3M INDIA LTD. 613.10 478 
| STEEL EXCHANGE INDIA LTD. 61279 479 
18 — SAKUMA EXPORTS LTD. 593.05 495 


TRANSPORT SUPPORT SERVICES 














3484.81 
602.64 


1 CONTAINER CORPN. OF INDIA LTD. 


_ SICAL LOGISTICS LTD. 
TWO & THREE WHEELERS 








1 HERO HONDA MOTORS LTD. 11011.68 39 
ШЕН BAJAJAUTOLTD. — 9014.78 44 
З TVSMOTOR CO. LTD. 3244.41 122 








TYRES & TUBES 


4410.75 





1 МАРСО. 


44 | Decemher 2088 | 


Industry-wise Cl 


INDUSTRY- 
WISE 
RANKING 
UE APOLLO TYRES LTD. 

JK TYRE & INDS. LTD. 
CEAT LTD. 
BALKRISHNA INDUSTRIES LTD. 


) GOODYEAR INDIA LTD. 


COMPANY 


















s- 


= 1 RUCHI SOYA INDS. LTD. 
K S OILS LTD. 
GOKUL REFOILS & SOLVENT LTD. 
GUJARAT AMBUJA EXPORTS LTD. 
5 MARICO LTD. 

JHUNJHUNWALA VANASPATI LTD. 
2 AGRO TECH FOODS LTD. 
© RUCHI INFRASTRUCTURE LTD. 
AMRIT BANASPATI CO. LTD. 
: VIMAL OIL & FOODS LTD. 
WIRES & CABLES 
l T Ue HAVELLS INDIA LTD. 
TUE | STERLITE TECHNOLOGIES LTD. 
FINOLEX CABLES LTD. 
- KEI INDUSTRIES LTD. 


M". em 7 р 
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_ 105 


NET SALES 


(Rs. Cr) 
3709.24 





VEGETABLE OILS & PRODUCTS 


2829.57 137 
233523 158 
99084 _ 334 
894.96 370 
11073.80 38 
2056.40 180 
2019.10 182 
1848.02 195 
1566.89 226 
1159.63 __ 2% 
1007.34 327 
983.28 338 
75954 408 
637.24 462 
2060.00 179 
169048 210 
1409.89 248 
87781 375 


| 
Top 10 Industries 


(In terms of Net Sales) 
1 Indian Oil Corpn. Ltd. Refinery 
2 State Bank of India Banking Services 
3 Oil & Natural Gas Corpn Ltd. Crude Oil & Natural Gas 
4 Steel Authority of India Ltd. Steel 
5 NTPC Ltd. Electricity Generation 
6 Tata Motors Ltd. Commercial Vehicles 
7 . MMTC Ltd. Trading 
8 Bharti Airtel Ltd. Telecommunication Services 
9 Larsen & Toubro Ltd. Industrial Construction 
10 X Bharat Heavy Electricals Ltd. Prime Movers 
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ANALYST 


RANKING OF 
GROWTHINPAT ee 
> SIGROUP-INDIA LTD. 
— JM FINANCIAL LTD. 
~ INDIABULLS REAL ESTATE LTD. 
USHA INTERNATIONAL LTD. 


| DCM SHRIRAM CONSOLIDATED LTD. 


^! NILKAMAL LTD. 
| DLFLTD. 
"DEVELOPMENT CREDIT BANK LTD. 


INDIA GLYCOLS LTD. 
| PYRAMID SAIMIRA THEATRE LTD. 
| ROHIT FERRO-TECH LTD. 

О JINDAL SAW LTD. 
J K TYRE & INDS. LTD. 
VALUE INDUSTRIES LTD, = 
= JAYASWAL NECO INDS. LTD. 
PHILLIPS CARBON BLACK LTD. 
n o m. 

РИМ LLOYD LTD. 
TECH MAHINDRA LTD. 


| T D CEMENTATION INDIA LTD. 
-B G R ENERGY SYSTEMS LTD. 
PFIZER LTD. 








COMPANY 





© S1GROUP-INDIA LTD. 
J M FINANCIAL LTD. 


INDIABULLS REAL ESTATE LTD. 
USHA INTERNATIONAL LTD. 
DCM SHRIRAM CONSOLIDATED LTD. 


"ORE. NILKAMAL LTD. 
DLFLTD. 
| DEVELOPMENT CREDIT BANK LTD. 
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1 FINANCIAL TECHNOLOGIES (INDIA) LTD. 
_ | VR PRIME URBAN DEVELOPERS LTD. 


FINANCIAL TECHNOLOGIES (INDIA) LTD. 
| IVR PRIME URBAN DEVELOPERS LTD. 


Ф A 
in PAT 
11820.00 
3752.08 
3467.51 
1778.63 
1364.72 


55942 ШЕШ 
19005 Жш 
725.32 Ж 
(58072 


420.08 


| HINDUSTHAN NATIONAL GLASS & INDS. LTD. 368.28 


334.91 
330.90 
317.38 
297.90 


29138 - 


Growth in PAT- Toppers 


Top 50 Companies 


NET SALES RANKING OF 





in PAT RANKING 2008 


RANKING 2008 GROWTHINPAT vem 

455 | OMAXE LTD. 219.47 
203 PRISM CEMENT LTD. 210.52 
459 ; GUJARAT N R E COKE LTD. 210.21 
435 | HINDUSTAN CONSTRUCTION CO. LTD. 195.89 
152 x Ж HERITAGE FOODS (INDIA) LTD. 193.75 

258 ` GLENMARK PHARMACEUTICALS LTD. — 18859 — 
A _ SARDA ENERGY & MINERALS LTD. 185.25 
393 | | HC L INFOSYSTEMS LTD. 18074 — — 

_ 69. © GUJARAT MINERAL DEVP CORPN. LT. 179,38 € 
437 BIOCON LTD. с 174.66 
322 | LANCO INFRATECH LTD. 173.99 
266 © SHRIRAM E P C LTD. 169.41 
419 WALCHANDNAGAR INDUSTRIES LTD. 167.57 
470 | HOUSING DEVELOPMENT & INFRA LTD. 160.33 

= 64 > INDIABULLS FINANCIAL SERVICES LTD. 149.48 | 
_ 137. | INDIA INFOLINE LTD. 14691 — — 
274_ WELSPUN-GUJARAT STAHL ROHREN LTD. 14636 — — 
241 SESA GOA LTD. 146.04 _ 
316. _ BLUE STAR LTD. 144.58 
158. _ TEXMACO LTD. 142.59 
85 MANGALORE REFINERY & PETROCHEM. LTD. 142.09 

106 TATA METALIKS LTD. 135.87 
431 MERCATOR LINES LTD. 133.43 
236 E HINDUSTAN MOTORS LTD. 131.88 
423 | ооо SHRI LAKSHMI COTSYN LTD. 129.29 


Highest Growth in Profits 


INDUSTRY PAT 2008 
ORGANIC CHEMICALS 11.92 
BANKING SERVICES 1360.17 
COMMERCIAL COMPLEXES 467.70 
TRADING 21.98 
DIVERSIFIED | 670.99 
COMPUTER SOFTWARE = 961.25 
HOUSING CONSTRUCTION 175.79 
PLASTIC TUBES & SHEETS, OTHER PRODUCTS 57.36 
HOUSING CONSTRUCTION — 2574.59 
ПРЕ ENS. Си 


0.10 
35.31 
13.11 

1.17 
45.81 

100.61 

20.68 
6.95 


406.91 


737 


Top 10 Companies 





% GROWTH IN PAT 


11820.00 
3752.08 
3467.51 
1778.63 
1364.72 


00 Net Sales Growth Toppers 


Top 50 Companies 





RANK 2008 COMPANY pen RANK 2008 COMPANY mos 
(Rs. Cr) (Rs. Cr) 
INDIAN OIL CORPN. LTD. 249625.21 CANARA BANK 15757.62 
RELIANCE INDUSTRIES LTD. 139308.76 ITCLTD. 14400.60 | 
BHARAT PETROLEUM CORPN. LTD. 111223.92 HINDUSTAN UNILEVER LTD. 14070.85 
HINDUSTAN PETROLEUM CORPN. LTD. 106082.42 RELIANCE COMMUNICATIONS LTD. | 13935.56 
В STATE BANK OF INDIA 57525.04 - BANKOFINDA — 13817.18 
Jr OL & NATURAL GAS CORPN.LTD — — 571 85. 56 - STERLITE INDUSTRIES (INDIA) ЫШ. o os 13429. 26 { 
STEEL AUTHORITY OF INDIA LTD. — 40724.23 — ‚ BANK OF BARODA X | 131 95. 36. 
CET IS Re rae IC IC! BANK LTD. d ht 40346.51 | HDFC BANKLTD. — OMA " _ 12679.50 | 
4 NTPCLTD. ~ CN 39954.10 ADANI ENTERPRISES LTD. | ER. 1183287. 
© MANGALORE REFINERY & PETROCHEMICALS LTD. 32538.05 H C L INFOSYSTEMS LTD. | i 11673.70 - 
TATA MOTORS LTD. 29281.28 : MAHINDRA & MAHINDRA LTD. 11475.79 
СНЕММА! PETROLEUM CORPN. LTD. 28221.49 JS W STEEL LTD. 11436.02 
MMTCLID. 26564.56 RUCHI SOYA INDS. LTD. 11073.80 
_ BHARTI AIRTEL LTD. 25823.73 _ HERO HONDA MOTORS LTD. 11011.68 
| LARSEN & TOUBRO LTD. 25343.10 — UNION BANK OF INDIA | 10778.61 
TATA STEEL LTD. — E | 20558.34 GRASIM INDUSTRIES Ир O 10671.83 | 
BHARAT HEAVY ELECTRICALS LTD. ^ 20481 28 IDBI BANK LTD. Ex | 9827.45 _ 
HINDALCO INDUSTRIES LTD. »- 4 19624.81 JET AIRWAYS (INDIA) LTD. | { 9063.63 - 
ТАТА CONSULTANCY SERVICES LT. 1 8928.00 Я BAJAJ AUTO LTD. hà 9014.78 
| MARUTI SUZUKI INDIA LTD. 18599.90 ‚ HOUSING DEVELOPMENT FINANCE CORPN. LTD. 8889.16 
| WIPRO LTD. 17831.80 INDIAN OVERSEAS BANK 8776.75. 
| GAIL (INDIA, LTD. 17716.81 AXIS BANK LTD. 8766.28 
INFOSYS TECHNOLOGIES LTD. 16291.00 RAJESH EXPORTS LTD. 8666.47 
PUNJAB NATIONAL BANK 16058.40. CENTRAL BANK OF INDIA 8603.46 
| STATE TRADING CORPN. OF INDIA LTD. 15847.43 О БРАТ INDUSTRIES LTD. 8600.27 





Net Profit Margin Toppers 


Top 10 VUE 








T. SIGROUP-INDIA LTD. ORGANIC CHEMICALS 1.82 0.02 9000.00 
15081. D C M SHRIRAM CONSOLIDATED LTD. DIVERSIFIED 26.97 1.70 1486.47 
О. ша PLASTIC TUBES & SHEETS, OTHER PRODUCTS 6.93 1.49 365.10 
BED è © PHLLIPS CARBON BLACK LTD OTHER CHEMICALS 8.45 2.29 26900 _ 
ue zl JKTYRE & INDS. LTD. TYRES & TUBES 2.36 0.65 _ 26308. 

- i CEAT LTD. | | s TYRES & TUBES 6.36 184 24565 _ 

j RE ps VALUE INDUSTRIES LTD. | | DOMESTIC ELECTRICAL APPLIANCES 1.13 034 — à 23:35 — 
USHA INTERNATIONAL LTD. TRADING 3.10 095 ОИСЕ 
ү. SOUTHERN PETROCHEMICAL NDS. СОВР LTD. FERTILIZERS -37.86 -11.81 АИ 
SCREAM DEVELOPMENT CREDIT BANK LTD. .. BANKING SERVICES | 544 170 LEM) 
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Operating Profit Growth Toppers 


Top 50 Companies 


RANKING OF COMPANY » А NET SALES RANKING OF COMPANY "n NET SALES 

GROWTH IN PBDIT PBDIT RANKING 2008 GROWTHIN PBDIT RANKING 2008 
©) JM FINANCIAL LTD. 4800.56 203 USHDEV INTERNATIONAL LTD. 14472 415 
© INDIABULLS REAL ESTATE LTD. 302743 460 INDIA GLYCOLS LTD. 14415 266 
SOUTHERN РЕТАОСНЕМІ. CORP LTD. 124861 239 | BOMBAY DYEING & MFG. CO. LTD. 14255 348 
| FINANCIAL TECHNOLOGIES (INDIA) LTD. 943.08 258 ^ GUJARAT NR E COKE LTD. 138.15 363 

| SPICE COMMUNICATIONS LTD. 67359 333 PRISM CEMENT LTD. 13806 409 - 

IVR PRIME URBAN DEVELOPERS LTD. 525.59 478. ^ HNDUSTHANNATONALGLASS&INDS.LTD. — 13444 322 — 

| USHA INTERNATIONAL LTD. 521.29 435 | WALCHANDNAGAR INDUSTRIES LTD. — 13174 464 | 

PYRAMID SAIMIRA THEATRE LTD. 49940 419 ^ BOMBAY RAYON FASHIONS LTD. 13159 — 351 — 

D C M SHRIRAM CONSOLIDATED LTD. — 281.98 152 — | ТЕСН MAHINDRA LTD. 18138 ИА 

NILKAMAL LTD. n 28170 393 — TEXMACO LTD. = 12851 — 390 _ 
ROHIT FERRO-TECH LTD. 27140 471 © YES BANK LTD. 12766 224 
DLFLTD. 247.51 69 PUNJ LLOYD LTD. 12691 85 
INDIABULLS FINANCIAL SERVICES LTD. 215.33 269 WELSPUN-GUJARAT STAHL ROHREN LTD. 125.17 97 
| HC L INFOSYSTEMS LTD. 20300 35 | 1C SA (INDIA) LTD. 12284 444 

SHRI LAKSHMI COTSYN LTD. 20007 487 SUASHISH DIAMONDS LTD. 12044 — 202 — 

_ TORRENT POWER LTD. 19438 — 108 — | HERITAGE FOODS (NDA) LTD. — 120.07 — 476 | 

"JINDAL SAWLTD. — 0 19031 И BLUE STAR LTD. == 11920 — 164 — 

SHRIRAM E P C LTD. 177.86 — 469 — MAYTASINFRALTD. | 1868 — 220 — 

| LANCO INFRATECH LTD. | 171.36 0235 _ КОШТОМ RETAIL INDIA LTD. 11837 — 40 - 
PFIZER LTD. — 16247 423 | BIOCON LTD. 114.29 367 
HOUSING DEVELOPMENT & INFRA. LTD. 162.10 153 | GLENMARK PHARMACEUTICALS LTD. — 11409 255 
INDIA INFOLINE LTD. 151.87 454 ERA INFRA ENGG. LTD. 113.10 243 
Ома. 149.80 199 | NAVA BHARAT VENTURES LTD. 11234 364 
| KS OLS LTD. 147.92 180 GTLLTD. 110.27 235 
SESA GOA LTD. 144.73 — 114 13 PANTALOON RETAIL (INDIA) LTD. 108.74 121 





Operating Profit Toppers 


Top 50 Companies 


RANKING OF COMPANY PBDIT2008 | NETSALES 
GROWTH IN PBDIT (Rs. Cr) | RANKING 2008 









RANKING OF PBDIT2008 | NETSALES 


;OMPANY 
GROWTH IN PBDIT iid (Rs. Cr) | RANKING 2008 








STATE BANK OF INDIA 43011.25 5 NEN BANK OF BARODA 10340.82 32 

| OIL & NATURAL GAS CORPN.LTD. 33274.06 6 TATA STEEL LTD. 8841.29 16 
ICICIBANK LTD. 29118.69 8 | HOUSING DEVELOPMENT FIN. CORP LTD. 8543.06 45 
RELIANCE INDUSTRIES LTD. 28990.11 2 | IDBIBANKLTD. 8465.27 42 

~__ INDIAN OIL CORPN. LTD. 14263.91 1 UNION BANK OF INDIA 8323.17 40 
ШШЩ NTPCLTD. O 1382500 9 HDFC BANK LTD. 7439.92 33 
STEEL AUTHORITY OF INDIA LTD. 12945.78 7. INDIAN OVERSEAS BANK | 7018.59 46 

„Я CANARABANK  — __ 1273792 ЕЙ 26 | SYNDICATE BANK 6942151 
PUNJAB NATIONAL BANK _ 1219701 REND _ CENTRAL BANK OF INDIA 671942 49 

BANK OF INDIA 1088379 eae 30 — HINDUSTAN ZINC LTD. 6308.59 52 
BHARTI AIRTEL LTD. — 10541.22 14 — AXIS BANK LTD. | 622457 47 


| Dhartacad С то лл A malad | 


ANALYST 





RANKING OF 


GROWTH IN PBDIT 





M-SAP RANKING 


DLFLTD. 


COMPANY 


ORIENTAL BANK OF COMMERCE 
INFOSYS TECHNOLOGIES LTD. 
| TATA CONSULTANCY SERVICES LTD. 
© ALLAHABAD BANK 
UCO BANK 
| RELIANCE COMMUNICATIONS LTD. 
1тсир. — 
BENMDCLI. о 
" POWER FINANCE CORPN. LTD. 
0. INDIAN BANK 
© BHARAT HEAVY ELECTRICALS LTD. 
HINDALCO INDUSTRIES LTD. 
GAIL (INDIA) LTD. 
BHARAT PETROLEUM CORPN. LTD. 


COMPANY 


| RELIANCE INDUSTRIES LTD. 

! OIL & NATURAL GAS CORPN. LTD. 
| NTPCLTD. 

! BHARTI AIRTEL LTD. 
NMDCLTD. 
MMTCLTD. 





| RELIANCE COMMUNICATIONS LTD. 
STATE BANK OF INDIA 
ICICIBANKLTD. 
1. BHARAT HEAVY ELECTRICALS LTD. 

^. INFOSYS TECHNOLOGIES LTD. 
LARSEN & TOUBRO LTD. 


| ТАТА CONSULTANCY SERVICES LTD. 


STEEL AUTHORITY OF INDIA LTD. 

Site ол 
| HOUSING DEVELOPMENT FIN СОР LTD. 

WIPRO LTD: = 

| INDIAN OIL CORPN. LTD. = 

| STERLITE INDUSTRIES (INDIA) LTD. 
| TATA STEEL LTD. 

О HDFCBANKLTD. 
Ú HINDUSTAN UNILEVER LTD. 

UNITECH LTD. 


| POWER GRID CORPN. OF INDIA LTD. 





PBDIT 2008 
(Rs. cr) 
6005.40 

5936 
5855.16 
5668.99 
5560.70 
5297.15 
5056.80 
4997.39 
4820.02 
4710.80 
4751.25 
4672.17 
4505.47 
4361.16 


3659DAYAVG. | , -Q 
M-CAP NET SALES 


NET SALES 


RANKING 2008 





57 
23 
19 


98 — ч 


60- 
29 


б. 


о 


LO 


T 


17 
18 


22 
3 


IRs, cry | RANKING 2008 
353688.43 2 
223494.67 6 
16439611 9 
161022.38 14 
142148.31 67 
13176240 и 
11744716 — 69 — 
11554461 2 па 
108296.43 5- 
10038850 8 
96456.56 17 
94268.45 23 
92395.28 15 
87717.93 19 
79606.23 7 
73806.83 27 
70860.31 _ 49 
64981.83 21 
56369.38 1 
5529113 31 
53567.19 16 
52157.16 33 
49214.66 28 
4620819 133 
46028.35 82 





СОМРАМУ 


` POWER GRID CORPN. OF INDIA LTD. 
CORPORATION BANK 
2X WIPRO LTD. 

) DLFLTD. 
ANDHRA BANK 


JSW STEEL LTD. 


GRASIM INDUSTRIES LTD. | 
_ LARSEN & TOUBRO LTD. — 

^. ТАТА MOTORS LTD. 

_ VWAYABANK 


PBDIT 2008 
(Rs. Cr) 


RURAL ELECTRIFICATION CORPN. LTD. | 3376.71 


_ HINDUSTAN PETROLEUM CORPN. LTD. 


MARUTI SUZUKI INDIA LTD. 
STATE BANK OF TRAVANCORE 


M-Cap Topp 


COMPANY 


^ SUZLON ENERGY LTD. 
RELIANCE CAPITAL LTD. 
GAIL (INDIA) LTD. 
JINDAL STEEL & POWER LTD. 
RELIANCE INFRASTRUCTURE LTD. 
C AXSBANKLD. = 

IDEA CELLULAR LTD. = 

JAIPRAKASHASSOCIATESLTD. —— 

SATYAM COMPUTER SERVICES LTD. 
| MUNDRA PORT & S E Z LTD. 
KOTAK MAHINDRA BANK LTD. 
| HINDUSTAN ZINC LTD. 
© NATIONAL ALUMINIUM CO. LTD. 
TATA POWER CO. LTD. 
LA. SUN PHARMACEUTICAL INDS. LTD. 

- HINDUSTAN COPPER LTD. = 
- NEYVELI LIGNITE CORPN. LTD. ——— 
me ABBLID. _ | 
GRASIM INDUSTRIES LTD. _ 
TATA MOTORS LTD. 
MARUTI SUZUKI INDIA LTD. 
SIEMENS LTD. 
.— HINDALCO INDUSTRIES LTD. 

| POWER FINANCE СОРМ. LTD. 
INFRASTRUCTURE DEV. FIN. CO. LTD. 


Operating Profit Toppers’ 


NET SALES 
RANKING 2008 








4346.07 _ 
4198.18 79 
405070 21 
392353 69 
384889 8 
8 37 
365646 41 

зит во 
ava d 
3398.80 — 88 — 

112 
3326.92 4 
3121.90 — 20 
305282 102 


ers 


Top 50 Companies 


365 DAY AVG. 
M-CAP 
(А.С) 

42726.25 

39394.89 


35352.58 


3287070 _ 


32673.33 
30057.32 


_ 2869624 _ 
2859543 _ 


28454.85 


2825705 37 


27405.17 
26701.40 


26669.47 


26420.59 
26081.61 


24825.27 
24494.66 


24240.27 
24202.51 
23538.85 
23310.64 
22994.05 
20732.23 
20011.15 
19868.27 


NET SALES 
RANKING 2008 


150 


# as on October 24, 2008 
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RANKING OF 
GROWTHIN 








OPM COMPANY 


^ SPICE COMMUNICATIONS LTD. 
? IFCILTD. 
| PRIER LTD. 
© GILLETTE INDIA LTD. 
D C M SHRIRAM CONSOLIDATED LTD. 
BIOCON LTD. 
FINANCIAL TECHNOLOGIES (NDIA) LTD 
_ INDIABULLS REAL ESTATE LTD. 
SESAGOALTD. - 
PRISM CEMENT LTD. 


"IVR PRIME URBAN DEVELOPERS LTD. 
 BAJAJAUTOLTD. 
MUNDRA PORT & SEZ LTD. 
INDIABULLS SECURITIES LTD. 
| TRVENENSNEERNG & NDS. LD 
і ZEE ENTERTAINMENT ENTERPRISES LTD. 
1 MCROINGSLTD. 

"DECCAN CHRONICLE HOLDINGS LTD. 
^ FERTILISERS & CHEM. TRAVANCORE LTD. 
MERCATOR LINES LTD. 
NAVA BHARAT VENTURES LTD. 
PARSVNATH DEVELOPERS LTD. 
OMAXE LTD 
AVAYA GLOBALCONNECT LTD. 


COMPANY 
__ SPICE COMMUNICATIONS LTD. 
IFCILTD. 
"PFIZER LTD. 


2 GILLETTE INDIA LTD. 
+ D C M SHRIRAM CONSOLIDATED LTD. 
BIOCON LTD. 
FINANCIAL TECHNOLOGIES (INDIA) LTD. 
INDIABULLS REAL ESTATE LTD. 
SESA GOA LTD. — 
PRISM CEMENT LTD. 


inanainl Remi мй | 


HOUSING DEVELOPMENT & INFRASTR LTD. 


A |N 
ОРМ 


25.04 


_ 2160 
1916 


18.45 
16.97 
16.19 
14.62 
13.93 


1385 
13.7 | 
13.15 
1269 


ENEA. bo 


RANKING OF 


NET SALES 


RANKING 2008 GROWTHIN OPM 


409 


153 


Operating 


INDUSTRY 


TELECOMMUNICATION SERVICES 
FINANCIAL INSTITUTIONS 
DRUGS & PHARMACEUTICALS 
METAL PRODUCTS 


DIVERSIFIED mE 
DRUGS & PHARMACEUTICALS 
COMPUTER SOFTWARE | 
COMMERCIAL COMPLEXES 

_ MINERALS 
CEMENT 





OPM Growth Toppers 


Le 50 Companies 


COMPANY "——— 
OPM RANKING 2008 
INDIA GLYCOLS LTD. 1035 2% 
| SOBHA DEVELOPERS LTD. 920 ж 
RALLIS INDA LTD. 900 443 
SUNDARAM FINANCE LTD. 894 34 
17 NLKAMAL LTD. 843 39 
- OCLINDIALTD. 842 407 
| GLENMARK PHARMACEUTICALS LTD. 828 25 
L5 TATA CHEMICALS LTD. 82 8 
1 GUJARAT NR E COKE LTD. 818 — 39 — 
| JMFNANCALLTD. | 80 23 
NEWELI LIGNITE CORPN. LTD. 796 113 
| DMS LABORATORIES LTD. 78M 21 
| PATEL ENGINEERING LTD. т 35 
+ JINDAL SAW LTD. 743  & 
"RANBAXY LABORATORIES LTD. 738 % 
ТАА TELESERVICES (MAHARASHTRA)LID. — 737 ШЕШШ 
| JAIBALAJIINDS. LTD. 735 ж — 
НЕВЫ, = 732 ШЙ 
_ АМВШАСЕМЕМТЗ ТО. | 77 в 
| HC L TECHNOLOGIES LTD. 68 —89 
ВМАМ CEMENT LTD. 639 35 
SHRI LAKSHMI COTSYN LTD. 634 486 
TAMIL NADU NEWSPRINT & PAPERS LTD. 633 335 
| ALOK INDUSTRIES LTD. 628 — 154 
PRAJ INDUSTRIES LTD. 620 42 


Profit Margin Toppers 


Top 10 Companies 


А IN OPM 
(BASIS POINTS) 





ОРМ (96) 2008 ОРМ (%) 2007 


71.49 23.60 4789 

110.50 67.44 4306 

62.62 24.89 3773 

34.06 МА 3406 

39.98 9.65 3033 

57.55 27.82 EN ut 
93.21 68.17 2 Зиг 
93.87 7220. BE 
6503 SB! DONNE 
_ 43.82 25.37 1845 


к 
> 
< 

EZ 

itz 


PAT RANKING 





RANKING OF 


CLIMBERS 





company n 
RELIANCE INDUSTRIES LTD. 19506.39 
OIL & NATURAL GAS CORPN.LTD. 16701.65 
| STEEL AUTHORITY OF INDIA LTD. 7536.78 
NTPCLTD. 7414.80 
INDIAN OIL CORPN. LTD. 6951.66 
- STATE BANK OFINDIA 6729.12 
BHARTI ARTEL LTD. _ 624419 
ТАТА STEEL LTD. 468703 — 
TATA CONSULTANCY SERVICES LTD. 4508.76 
| INFOSYS TECHNOLOGIES LTD. 4470.00 
HINDUSTAN ZINC LTD. 4396.07 
CIC! BANK LID. 4157.73 
© NMDCLTD. 3250.98 
ITCLTD 3120.10 
WIPRO LTD. 3063.30 
! HINDALCO INDUSTRIES LTD. 2860.94 
| BHARAT HEAVY ELECTRICALS LTD. 
| GAIL (INDIA) LTD. 2801.46 
^| RELIANCE COMMUNICATIONS LTD. — 258645 — 
| DLFLTD. 2574.59 
| HOUSING DEVELOPMENT FIN. CORP LTD. 2436.25 
GRASIM INDUSTRIES LTD. 2232.60 
LARSEN & TOUBRO LTD. 2173.31 
PUNJAB NATIONAL BANK 2048.76 
TATAMOTORS LTD. 2028.92 


COMPANY 


2859.34 - 


Top Profit Makers) 


Top 50 Companies 


vain PAT RANKING COMPANY 
RANKING 2008 
2 BANK OF INDIA 
6 HINDUSTAN UNILEVER LTD. 
7 ! AMBUJA CEMENTS LTD. 
9 MARUTI SUZUKI INDIA LTD. 
| JSW STEEL LTD. 
UEM SATYAM COMPUTER SERVICES LTD. 
e NATIONAL ALUMINUM СО LTD. 
16 H D FC BANK LTD. 
xL А. BHARAT PETROLEUM CORPN. LTD. 
23 CANARA BANK 
52 | SESA GOA LTD. 
8 | ACCLTD. 
67 BANK OF BARODA 
27 POWER GRID CORPN. OF INDIA LTD. 
N : | HOUSING DEVELOPMENT & INFRA. LTD. 
18 UNION BANK OF INDIA - 
ER JM FINANCIAL LTD. 
EN: GREAT EASTERN SHIPPING CO. LTD. 
а MANGALORE RERIERY& PETROOHEM ID 
1^ e ! SUZLON ENERGY LTD. 
45 JINDAL STEEL & POWER LTD. 
41 POWER FINANCE CORPN. LTD. 
15 INDIAN OVERSEAS BANK 
24 HINDUSTAN PETROLEUM CORPN. LTD. 
11 





CHENNAI PETROLEUM CORPN. LTD. 


PAT 2008 
(Rs. Cr) 


2009.40 


1925.47 
1769.10 
1730.80 
1728.19 


_ 1715.74 


163152 _ 
1590.18. 
1580.47 


1565.01 | 


1492.00 
1438.59 
1435.52 
1429.17 
1410.51 


1387.03 
1360.17 _ 


1356.81 


1272.23 NE 


1265.71 
1236.96 
1206.76 
1202.34 
1134.69 


NET SALES 


RANKING 2008 


32 


37 


Ue с> 
Din 
3 


30 
28 
68 
20 


каш. диз 


ad 


|a 
114 `7: 
61 


E. 


40 


203 


AU ME 


112295 — 


Rank Gainers 


Top 10 Companies 


INDUSTRY NET SALES RANKING 2008 


RANK GAIN OVER 2007 


| 4 Aveo INFRATECH LTD. INDUSTRIAL CONSTRUCTION 223 228 
КОО эт. HOUSING CONSTRUCTION 69 іт 
© 3 _HINDUSTHAN NATIONAL GLASS & INDS. LTD GLASS & GLASSWARE 322 142 
7 4] | ves BANK LTD. BANKING SERVICES 224 C 
EUN BOMBAY RAYON FASHIONS LTD. — CLOTH EUN Lo 
С | 30MBAY DYEING & MFG. CO. LTD. | CLOTH 348 TETE NE 
Ы _ _ HBLPOWER SYSTEMS LTD. DRY CELLS & STORAGE BATTERIES 341. ee ee 
©) Г RELIANCE CAPITAL LTD. SECURITIES AND STOCK TRADERS - 178 К КУЙЕ" Ж ЛЫ 
O _ WELSPUN INDIA LTD. .— OTHER TEXTILES ЕСЕ 
UNITED BREWERIES LTD. _ BEER & ALCOHOL 259 22 


D asma ot тетинин 
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ANALYST 


Top Loss Makers 


Top 50 Companies 


PAT 2008 NET SALES 







PAT2008 | NETSALES 


COMPANY (Rs.Cr) | RANKING 2008 и (Rs.Cr) | RANKING 2006 
ITILTD. 11558 285 | HERITAGE FOODS (INDIA) LTD. 094 476 
р KINGFISHER AIRLINES LTD. -419.58 196 PRX AMRIT BANASPATI CO. LTD. 1.39 408 
SOUTHERN PETROCHEM INDS. CORP LTD. -377.88 239 > TREND ELECTRONICS LTD. 173 391 
| MATRIX LABORATORIES LTD. -298.36 342 ae INDO RAMA SYNTHETICS (INDIA) LTD. 3.02 146 
JET AIRWAYS (INDIA) LTD. 253.06 аз © SUTLEJ TEXTILES & INDS. LTD. 303 398 
Ze. TATATELESERVICES(MAHARASHTRAJLTD. -125.74 — 201 — E UBL Um 3.14 498 
| VISHAL EXPORTS OVERSEAS LTD. 7125.67 228_ | COMPUAGE INFOCOM LTD. — 428 500 
D | SHAH ALLOYS LTD. — -120.11 356 — | SAKUMA EXPORTS LTD. — 433 496 
4m FORCE MOTORS LTD. — 85 СЕТ KOHINOOR FOODS LTD. — 5.33 497 _ 
| MOSER BAER INDIA LTD. 789 187 О I SANGAM (NDIA) LTD. = 537 43 
3 DHAMPUR SUGAR MILLS LTD. -60.25 484 m VIMAL OIL & FOODS LTD. 5.98 463 
SAMTEL COLOR LTD. -52.80 287 is JAYANT AGRO-ORGANICS LTD. 6.14 486 
BOMBAY DYEING & MFG. CO. LTD. -49.99 348 SHOPPER'S STOP LTD. 6.97 : 297 
LLOYDS STEEL INDS. LTD. -46.89 167 a CHEMPLAST SANMAR LTD. 7.18 | 453 
| SIMBHAOLI SUGARS LTD. 4283 — 457 | FERTIUSERS & CHEMICALS, TRAVANCORE LTD. 893 — 308 — 
_ BALRAMPUR CHINI MILLS LTD. 62 253 © |T D CEMENTATION INDIA LTD. — 9.05 M 
SPENTEX INDUSTRIES LTD. -34.53 — 399 — t. SIYARAM SILK MILLS LTD. 9.31 EA 
EVEREADY INDUSTRIES (INDIA) LTD. — 4932 — 388 — SAI SERVICE STATION LTD. | 11.18 — 365 — 
FEDERAL-MOGUL GOETZE (NDIA) LTD. — -1862 — 472 — ALPS INDUSTRIES LTD. = 1150 468 
E I D-PARRY (INDIA) LTD. _ -16.58 445 * S1GROUP-INDIA LTD. 11.92 456 — 
TAMILNADU PETROPRODUCTS LTD. -11.91 403 NAHAR SPINNING MILLS LTD. 12.02 357 
ESCORTS LTD. 64 177 ASAHI INDIA GLASS LTD. 1334 318 
D C M SHRIRAM INDS. LTD. -4.21 495 ui CENTURY ENKA LTD. 13.41 290 
/ f RSWMLTD. 0.27 295 Маг VALUE INDUSTRIES LTD. 14.68 274 
NAHAR INDUSTRIAL ENTERPRISES LTD. 0.39 374 STEEL EXCHANGE INDIA LTD. 15.23 480 | 








Rank Losers 


Top 10 Companies 





LE COMPANY INDUSTRY NET SALES RANKING 2008 RANK LOSS OVER 2008 
© SICAL LOGISTICS LTD. TRANSPORT SUPPORT SERVICES 490 210 
| DHAMPUR SUGAR MILLS LTD. SUGAR 483 2% 
3 | VISHAL EXPORTS OVERSEAS LTD. TRADING 228 148 
4 _ SOUTHERN PETROCHEMICAL INDS. CORPN. LTD. FERTILIZERS 239 438. 
__ NAHAR INDUSTRIAL ENTERPRISES LTD. DIVERSIFIED 374 433 
SHAH ALLOYSLTD. = ety fa, STEEL 356 — ce PE 
__Т SATHSUGARSLTD. = Ка? SUGAR Е 440 EMT 1. 
^| 8 DCM SHRIRAM INDS. LTD. ; DIVERSIFIED = a И 
9 то s dx COMMUNICATION EQUIPMENT — — 285 — ШЕТ 2.1: 
FERTILISERS & CHEMICALS, TRAVANCORE LTD.  FERTILIZERS 308 409. 


| Chartered Financial Analvet | 


SD0 


INDIAN PETROCHEMICALS CORPN. LTD. 


COMPANY 


ESSAR STEEL LTD. 


RELIANCE ENERGY LTD. 


JINDAL STAINLESS LTD. 


! NATIONAL MINERAL DEVP CORPN. Lm. 


+ VDESH SANCHAR NIGAM LTD 


| MOTOR INDUSTRIES co. um. 


UNTED SPRITS LTD. 
| GODAVAR FERTILISERS " CHEMICALS LTD. 







 CENTURION BANK OF PUNJAB LTD. 

| PARKER AGROCHEM EXPORTS LTD. 
] | NICHOLAS PIRAMAL INDIA п. 

| АЕ SOLUTIONS LTD. | 


J B F INDUSTRIES LTD. 


| Rcon INTERNATIONAL LTD. 


| RAMSARUP INDUSTRES LTD. - 
| VDEOCON APPLIANCES LTD. 1 

| REI AGRO LTD. 

| ESSAR SHIPPING LTD. 

© sHREE PRECOATED STEELS LTD 

^ VIRAJ ALLOYS (т. б 
Я ш , 

| MONNET ISPAT & ENERGY YTD. sA E 
[ б PX uD. 


| GARWARE POLYESTER LTD. 


| SUBHASH PROJECTS & MKTG. LTD. 

1 JK PAPER LTD. 

HIMACHAL FUTURISTIC COMMUNICATIONS LTD. 
IGATE С GLOBAL SOLUTIONS LTD. 


LAKSHMI ENERGY & FOODS tm. 


МЫНИ, ———-————-— a 


RAIN CALCINING LTD. 


‘SOUTHERN IRON à STEEL co UD. 


| SUNDARAM-CLAYTON LTD. 
| BANNAR AMMAN SUGARS LTD. 
FORBES GOKAK LTD. 


PM ї Meananawkae INNA 1 


NET SALES 
RANKING 
2007 


32 


44 





Discards 











COMPANY RANKING 
2007 
INGERSOLL-RAND (INDIA) LTD. 408 
PRECISION WIRES INDIA LTD. 410 
ANDHRA SUGARS LTD. ав 
PROCTER & GAMBLE HYGIENE & HEALTH CARE LTD. 432 
TELEDATA INFORMATICS ы EM —— 
UNICHEM LABORATORIES mo ÀMM 
| KANORIA CHEMICALS & INDS LTD. as ^^ 
> LUMAX INDUSTRIES LTD. ШИ  —- 
THIRUMALAI CHEMICALS LTD. = ЖАР: 
JCTLTD. _ 455 
X L TELECOM & ENERGY LTD. 456 
J B CHEMICALS & PHARMACEUTICALS LTD. Er 
© MURLI INDUSTRIES LTD. | EA». 
| GABRIEL INDIA LTD. oe 
MODERN SYNTEX (ND T E aL 460 о 
FUTURA POLYESTERS LTD. о а 
FLAT PRODUCTS EQUIPMENTS (INDIA) LTD. 467 
| CIBA SPECIALTY CHEMICALS (INDIA) LTD. 468 
TULIP | T SERVICES LTD. 471 
| PAPER PRODUCTS LTD. 472 
MAWANA SUGARS LTD. TT | 473 | 
| HINDUSTAN ( ORGANIC CHEMICALS T ATE Jf E w 
OUDH SUGAR MILLS LTD. i» "s (048 
MCNALLY BHARAT ENGG. со LTD. SOR — — "En 
MASTEK LTD. mE ET 
LANXESS AB S LTD. 482 
EMAMI LTD. 488 
? LT OVERSEAS LTD. _ 489 
ламала a 
NOVA PETROCHEMICALS LTD. BE 
| HNDUSTAN SANTARYWARE & NDS. ио. у 495 
BHUWALKA STEEL INDS. тр. E ul 496. 
© ESSAR OIL LTD. m 497 A 
L G BALAKRISHNAN & BROS. LTD. 4% _ 
BHARAT BIJLEE LTD. 499. 
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ООО 


RELIANCE COMMUNICATIONS LTD. 
VIDEOCON INDUSTRIES LTD. 
RELIANCE INFRASTRUCTURE LTD. 


{Е 


COMPANY 


NMDCLID. 
T JSLLTD. 

^ BOSCH LTD. 
TORRENT P POWER LTD. 

T RURAL ELECTRIFICATION CORPN. LTD. — 


TATA COMMUNICATIONS LTD. 


! GOKUL REFOILS & SOLVENT LTD. 

(| AREVA T & D INDIA LTD. 

> PIRAMAL HEALTHCARE LTD. 

| AJMERA REALTY & INFRA INDIA LTD. 
| KINGFISHER AIRLINES LTD. 

* ORACLE FINANCIAL SERVICES SOFTWARE LTD. 

> JM FINANCIAL LTD. Re 
MAYTAS INFRA LTD. 

| GTLUD. 

В GR ENERGY SYSTEMS LTD. 

" FINANCIAL TECHNOLOGIES (INDIA) LTD. 
© JAIBALAJIINDS, LTD. 

| INDIABULLS FINANCIAL SERVICES LTD. 
> VALUE INDUSTRIES LTD. 

TULP > TELECOM LTD. 

! MICRO INKS LTD. 


PRITHVI INFORMATION SOLUTIONS LTD. 
|| SPICE COMMUNICATIONS LTD. 
GUJARAT N R E COKE LTD. 

| CHOLAMANDALAM D B S FINANCE LTD. 

© VARUN INDUSTRIES LTD. 


CLARIANT CHEMICALS (NDA) LTD. 
| AVAYA GLOBALCONNECT LTD. 

L NILKAMAL LTD. 

| GODAWARI POWER & ISPAT LTD. 

© KOUTONS RETAIL INDIA LTD. 
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Debutants 








БЕТ aon ЕТ 
2008 2008 
29 NECTAR LIFESCIENCES LTD. 414 
56 ^ MANAKSIA LTD. 417 
63 | PYRAMID SAIMIRA THEATRE LTD. 419 
67 | DEVELOPMENT CREDIT BANK LTD. 437 
78. | GILLETTE INDIA LTD. | 439 
pr © ICSA (INDIA) LTD. uM ET 
. 108 | ANKUR DRUGS &PHARMALTD. = E" 
42 © LLOYD ELECTRIC & ENGINEERING LTD. сав 
20 INDIA INFOLINE LTD. (A58. 
182  SIMBHAOLI SUGARS LTD. 456 
183 INDIABULLS REAL ESTATE LTD. 459 
189 | VIMAL OIL & FOODS LTD. 462 
191 | WALCHANDNAGAR INDUSTRIES LTD. 463 
E CITY UNION BANK LTD. “a S 
в ALPS INDUSTRIES LT. м савт. 
$30 "SHRRAMEPCLID. = EN 
220 SARDA ENERGY & MINERALS LTD. —— 469. 
235 > ROHIT FERRO-TECH LTD. 470 
236. | FEDERAL-MOGUL GOETZE (INDIA) LTD. 471 
258 > SHRIRAM CITY UNION FINANCE LTD. 472 
260 АТА ENGINEERING LTD. 473 
269 — ~ ROLTA INDIA LTD. $ ата. 
Ca ^ HERITAGE FOODS (INDIA) LD. М ue 
(290 — AUTOMOTIVE AXLES LTD. — тв. 
292 IVR PRIME URBAN DEVELOPERS LTD. = | am 
303 71106 SYSTEMS LTD. 480 
333 K P R MILL LTD. 481 
363 © INDIABULLS SECURITIES LTD. 482 
369 JAYANT AGRO-ORGANICS LTD. 485 
an | SHRI LAKSHMI COTSYN LTD. — 486 
376 "HOTEL LEELAVENTURE LTD. | _ 489 
Camo | AHMEDNAGARFORGIGSLTD. = 49 
389. "SMKUMAEPORISUD. По 495 
393 COMPUAGE INFOCOM LTD. 499 
396. 
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M THE ANALYST 500 


Aluminum 


Challenging Times 





Aluminum industry globally is going through challenging times, amidst 
demand slowdown, weakening prices and cost push. 


luminum is a major industrial 
metal in India and occupies sec- 
nd slot in terms of production 
and consumption, after steel. Globally, 
India is the fifth largest producer of alu- 
minum after Australia, Guinea, Brazil 
and Jamaica. Aluminum, as a value- 
added commodity, finds a wide range of 
uses. It is extensively used by the auto- 
mobile, aviation, consumer durables 
and construction sectors. Domestic 
prices are closely pegged to prices pre- 
vailing on the London Metal Exchange 
(LME). According to the Multi-Com- 
mocity Exchange of India, aluminum 
performed much better than the other 
metals like Copper and Nickel. How- 
ever, since July 2008, the metal has 
started feeling the heat of the ongoing 
global credit crunch by way of falling 
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— Pawan Burde 


Sr. Research Analyst (Metals & Cements), 
Angel Broking Ltd., Mumbai, India 


demand and rising inventories. Accord- 
ing to the data from the LME, the metal 
was in surplus of 0.76 million tons dur- 
ing the first half of 2008, and the inven- 
tories have reached 1.5 million tons cur- 
rently. These factors have in fact low- 
егей the prices of aluminum by 27% 
since January 2007. The prices, which 
appeared to head northwards from 
January 2008, have again reversed 
since August 2008. These develop- 
ments are indeed causing anxiety for 
the Indian aluminum producers as well. 


Falling demand 

The subprime crisis has globally led to 
a liquidity crunch and created an uncer- 
tain environment for the demand of 
commodities, including aluminum, 
which has also led to an inventory 


buildup at LME. Consequently, LME- 
aluminum prices have corrected by 
more than 50% in the last couple of 
months and currently trading at 
$1,900-2,000/ton, which is even lower 
than the marginal cost of production for 
most of the high cost producers. The on- 
going global credit crunch is expected to 
affect the overall development in sev- 
eral major economies like US and Eu- 
rope, which are already feeling the pinch 
of their economic growth slowing down. 
China, which is a major producer and 
consumer of commodities, is also 
expected to slow down in the next 
couple of years. Consequently, the 
Infrastructural developments and the 
corporate capex would take a beating 
and affect the demand for aluminum 
globally. 


Drivers of growth 

The factor which provides tremendous 
growth opportunity in Indian alumi- 
num industry in the long run is lower 
per capita consumption of aluminum. In 
India, per capita consumption of alumi- 
num is abysmally low at around 1 kg, as 
compared to 6.5 kgs in China, 30 kgs in 
Italy, and more than 30 kgs in Germany, 
US and Japan. The majority of alumi- 
num produced in India is consumed 
mostly in the electrical, transportation, 
construction and packaging industries. 
However, electrical and transport seg- 
ments are the largest end-users in India 
with consumption of approximately 
40% and 12% of aluminum production 
respectively. We believe that the electri- 
cal segment would be the major driver 
for aluminum growth in the long run as 
India is a power deficit country, and the d 
government has planned major power 
capacities over the next couple of years. 
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Challenging Times 
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Also, the demand for aluminum іп India 
Nis likely to be strong on the back of decent 
GDP growth rate in the long run. 


Research and development 

The Indian aluminum industry needs to 
reinforce its efforts along with the rest 
of the world for sanitizing emissions 
and effective solid waste disposal. More 
focused R&D efforts require minimiz- 
ing pollution hazards and energy con- 
servation. Aluminum is an extremely 
power-intensive industry, with power 
contributing 4046 to the total produc- 
tion cost. However, Indian smelters con- 
sume 15-20% more energy than some of 
the efficient smelters abroad. Even 
though the technologies adopted both in 
India and abroad are same, they differ 
in energy efficiency as some of the units 
are still using self-baking anodes in- 
stead of multiple pre-baked anodes. 


Production vs. Recycling 
Aluminum recycling is much less capi- 
tal-intensive than the production of pri- 
mary metals, as it requires compara- 
tively much less energy. Notably, the 
aluminum recycling process requires 
only 5% of energy required for produc- 
tion of primary aluminum. However, 
the usage of recycled aluminum in India 
is very low, as compared to developed 
| countries. In developed countries, the 
/ usage of recycled aluminum is nearly 10 
times that of primary aluminum be- 
cause of energy savings. We believe that 
the recycling of aluminum scrap in India 
is advantageous over the primary pro- 
duction of aluminum, as it saves energy, 
is much more environment-friendly, 
and prevents waste. Also, by recycling, 


The Analyst 500 Findings 


Hindalco and Nalco are the two companies 
that figure in The Analyst 500 this year. 
Hindalco, the leader, is in 18" position against 
13" position last year. It managed to post a 
marginal rise of 7.5% in its net sales over the 
last year. National Aluminium Company is in 
>~ 76" position as against 55" rank last year. It 
has in fact registered a fall in its net sales by 
nearly 9% over the previous year. 
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bauxite reserves in India can be re- 
tained for future. The scope of alumi- 
num recycling is very high in India due 
to lower per capita consumption of the 
country. However, the country should be 
working towards the recovery of used 
aluminum to convert it into secondary 
aluminum for use. 


Government initiatives 

The government plays a major role in the 
aluminum industry as it is a capital and 
labor-intensive industry. The government 
can support in the form of tax cuts on im- 
ports of aluminum scrap, which can ben- 
efit the secondary aluminum producers. 
Also, it should encourage the recycling of 
aluminum, which is much more environ- 
ment-friendly and a less energy consum- 
ing process. The government should pro- 
mote the usage of aluminum to boost its 
consumption in the country. 


Outlook 


Global production of primary alumi- 
num grew by 12.4% to 38.1 million tons 
in CY2007, while the demand grew by 
9.8% to 37.7 million tons, keeping the 
aluminum market in marginal surplus 
of 0.4 million tons. We expect alumi- 
num market to continue to be in surplus 
through 2008 and 2009, as the global 
demand slows down and incremental 
production comes on stream from the 
expanded capacities. We believe that 
the inventory built up at LME due to the 
slowdown in demand globally and in- 
crease in capacities will lead to prices 
remaining weak going forward. 


Aluminum prices have collapsed by 
more than 50% in the last couple of 
months owing to the liquidity crunch 
globally, which has led to an uncertain 
environment for the demand for alumi- 
num. LME-aluminum prices have aver- 
aged at $2,798/ton in 1HFY2009, 
higher by 5% yoy. However, we expect 
the aluminum prices to average lower 
at $2,500/ton in FY2009 and $2,300/ton 
in FY2010 from the average of $2,658/ 
ton in FY2008. = 
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Cement Industry 


Slowdown Blues 





Rising interest rates and slower growth in the economy have affected the 
cement industry badly. 





he world's second biggest indus- 
try after China’s, Indian Cement 
industry has come a long way. 
From a paltry per capita consumption 
of 28 kg in the 1980s, it has risen to 135 
kg tocay. Though the growth rate looks 
quite impressive, it is still well behind 
the global average of 270 kg. However, 
with huge investments in infrastruc- 
ture, both by the government and the 
private sector, and of course booming 
construction activity, the industry is in 
the process to catching up with global 
averages. The low-cost technology and 
extensive restructuring efforts have 
made Indian cement companies the 
most efficient and on a par with global 
majors. 
India is a major producer of cement 
in the world. Despite some consolida- 
tion, the industry is still fragmented 
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and merger and acquisition possibili- 
ties are strong. The government’s re- 
newed emphasis on improving the civic 
infrastructure along with housing facili- 
ties and favorable policies are driving 
the growth of the industry. As per indus- 
try forecasts, the growth pattern is ex- 
pected to continue further, as housing 
sector is expecting investment to the 
tune of $25 bn over the next five years. 
Commonwealth Games are scheduled 
to be held in Delhi in 2010 and have 
been allotted $5 bn for urban infrastruc- 
ture to be spent before the event. 

Over the past decade, the growth 
trajectory of the industry has been re- 
markable. Its success story shines in 
the backdrop of robust economic growth 
and infrastructure boom. Besides, the 
ongoing industrial expansion and flour- 
ishing real estate sector are key drivers 


of cement demand in India. Among 
these, the real estate sector is the key 
driver and accounted for almost 5546 of 
cement demand in FY07. The spending 
on housing, infrastructure and corpo- 
rate capital expenditures contributed 
to the cement market boom like never 
before in 2007-08. With the cement 
companies' appreciable initiatives to 
set up more and more plants to supply 
cement for a rapidly expanding 
economy, the industry is poised to add 
111 million tons (MT) of annual capac- 
ity by the end of 2009-10 against the 
current installed capacity of 203.5 MT. 
Continuous process of technology 
upgradation on the one hand and main- 
tenance of international quality stan- 
dards and benchmarks on the other 
have made the country globally com- 
petitive. 


Declining capacity utilization 

In April 2008, the capacity utilization of 
the industry dropped to 88% from 95% 
in the corresponding month the previ- 
ous year. It recorded, in September 
2008, around 8146, the lowest in four 
years. Even on the demand front, ce- 
ment consumption, after reporting a 
growth rate of 10% in the last three 
years, has slowed down to 8% in ЕҮО9. 
The current slowdown in real estate has 
adversely affected the industry. On the 
cost side, there has been a sharp rise in 
coal prices, which consumed about 22- 
25% to the total cost of production for 
cement companies. The import prices of 
coal increased to $180 per ton in August 
2008 from $80 per ton in August 2007, 
which has resulted in a substantial Rs 
400 per ton increase in the manufactur- 
ing cost of cement. Besides, the rise in 
diesel prices has caused a significant 
increase in freight cost, which accounts 
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A home 
where everything 
iS within reach. 


Including the price! 


Janapriya presenting Metropolis, 
a township in the heart of the city. 


Janapriya brings you homes right in the heart of Hyderabad. Located in the warm urban confines of 
Moti Nagar (Erragadda), Metropolis is a project spread across 12-acres. With well-planned 
2 BHK and 3 BHK apartments, Metropolis is designed to give you more of Hyderabad. 


Facing a 100 ft. wide road + 400 meters towards Moti Nagar, from the Sanath Nagar flyover 
« Close to Bharat Nagar MMTS Railway Station « 6 kms. from Hi-tec city 


Visit model flat. Bookings open. Price of apartments Rs. 18.72 lakhs onwards. 


Clubhouse • Gymnasium • Swimming Pool » Children's Park • Indoor Games • Shopping Complex 


Finance options from HDFC Ltd., ICICI, SBI, AXIS Bank, GIC Housing Finance, ING Vysya and 
all leading housing finance institutions. 


interest-free home loans till completion of the apartment* 


Janapriya 


METROPOLIS 


a city within the city 


Janapriya 
greens syndcate 


Corporate Office: Janapriya House, H.No. 3-6-115, Site: Moti Nagar, Near Erragadda | ѕаіеѕ@јапаргіуа.сот 
Street No. 18, Himayath Nagar, Hyderabad - 500 029. Ph: 23 222 999 | www.janapriya.com 


| "Conditions apply 





The Analyst 500 


INTERVIEW 


"Cement industry is clamoring for a level-playing field against cement imports, 
which are enjoying almost duty-free entry, against Indian cement being taxed up to 


the neck." 


The cement industry is on the verge of down cycle—as fundamentals 
are likely to deteriorate over the coming months, 
as demand loses steam and supply growth puts 
pressure on prices against rising inflation and in- 
terest rates. Please elucidate. 
In the midst of the current economic slow- 
down, accentuated by the recent financial 
turmoil in the western world and the result- 
ant uncertainty, ‘demand’ in general is 
likely to lose steam, which may include ce- 
ment as well, if the pace of infrastructure 
and realty development is not maintained. 
Moreover, the proposed capacity expansion 
(70 million tons to be added by 2010) that is 
being undertaken is likely to weaken ce- 
ment players’ power over pricing. Cement 
makers will have to bear the brunt of rising 
costs (fuel, interest rate, coal, etc.) as it is 
difficult to raise prices in such a scenario. 
All these factors are likely to culminate in the shrinking of 
operating margins for 
Indian cement industry. It is expected that the profit growth 
could languish as the interest rates, input costs and inflation 
are at their short-term peaks. Though India Inc. has not ad- 
mitted to demand destruction, the headwinds are expected to 
restrict profit growth to around 10-12%. The operating profit 
margin and net profit margin are down to around 7.5-8% as of 
June 2008, against a high of 17% reported in September 
2007. 


Amid rising input costs and unfavorable demand-supply dynamics on 
huge capacity expansions, do you think that concerns are looming over 
the industry? 

The industry is already experiencing some pressure points on 
grounds of high input costs leading to pressure on their oper- 
ating margins, high interest rate regime leading to heavy 
cost, and financial burden on their bottom lines. Further, the 
huge capacity buildup may make companies vulnerable as 
they will lose contro! over the pricing strategy, and the uncer- 
tainty due to financial imbroglio would have an adverse im- 
pact on demand. АП these factors do point to a gloomy picture. 


The energy requirement of cement industry is likely to go up by over 
5096 in the next couple of years. What are the efficient options available 
to adopt and address this issue? 

Cement is an energy-intensive industry. With the proposed 
expansion plans, the total capacity of the industry is likely to 
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Managing Director, 
Ambuja Cements, Mumbai 


touch approximately 270 million tons p.a. (mtpa) by the end 
of the current five-year plan, from 198.62 mt 
by end of March 2008. The energy require- 
ment of the cement industry is likely to go up 
by over 50% in the next two years. 

The efficient options that the industry is 
looking forward to are: 

« Improvements in energy performance / 
largely by retrofitting and adoption of energy 
efficient equipment, better operational con- 
trol and optimization. Some of the compa- 
nies have also upgraded the process control 
and instrumentation facilities, which have 
helped them in improving the energy perfor- 
mance. 

+ Alternate Fuel Resources: The po- 
tential of alternative fuel for the entire ce- 
ment industry is huge. Companies like 
Ambuja Cements are already using biomass 
energy at some of its units in the Northern region, which is 
likely to result in some savings. The company has developed 
technology to operate on coal and a wide variety of biomass, to 
reduce CO, emissions significantly at its multi-biomass co- 
fired captive power plant in Ropar. Also, the company has 
plans to extend this technology to its other plants across the 
country. Usage of biomass for power generation will not only 
help the company in reducing the high cost related to power 
generation, but will also benefit the villages with disposal of 
agricultural waste. ACC, the cement major, is also looking at 
generating power from biomass and hydel power as a part of 
energy-cost reduction, which will help it to overcome the heavy 
cost burden that is related to thermal power generation and 
eco-friendly power generation. 


How far is the government’s renewed focus on infrastructure develop- 
ment, irrigation projects and the housing sector going to revive the 
industry? 
India’s infrastructure sector is gearing up rapidly to support 
the higher economic growth rate. The sector has very high 
growth potential. According to the Planning Commission, a 
massive $494 bn of investment is proposed for the Eleventh 
Plan (2007-12), which would increase the share of infrastruc- 
ture investment to 9% of GDP from 5% in 2006-07. This 
translates roughly to $40 bn annual additional investment. ` 
For this, the government has already enacted many proac- 
tive measures like opening up a number of infrastructure sec- 
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tors to private players, permitting FDI in various sectors, in- 
| E model concession agreements, taking up new 
rojects like the National Highway Development Project, 
National Maritime Development Program, among others. 
Some of the projects planned for the next five years include: 


+ Dedicated freight corridors between Mumbai-Delhi and 
Ludhiana-Kolkata; 

¢ Capacity addition of 485 million tons in major ports, 345 
million tons in minor ports; 

+ Modernization and redevelopment of 21 railway stations. 

¢ Developing 16 million hectares through major, medium 
and minor irrigation works; 

+ Modernization and redevelopment of four metro and 35 
non-metro airports; 

, Six-lining 6,500 km of golden quadrilateral and selected 
national highways; 

+ Constructing 1,65,244 km of new rural roads, and renew- 
ing and upgrading the existing 1,92,464 km covering 
78,304 rural habitations; and 

‚ Mass housing projects and the Maharashtra 
government's plan for makeover of Dharavi slums 
If, and only if, all the above proposed and planned projects 

are implemented in true spirit, the cement industry is likely 

to get the required boost and the expected over-supply is 
likely to be consumed over the period, which will contribute 
towards the revival of the industry. 


The earnings outlook for the cement companies is not too bright at this 
stage. Will the attractive valuations of smaller players set the ball roll- 
ing for further consolidation in the industry? 
The cement industry is witnessing a fall in earnings and valu- 
ations, and M&A in the sector will now be driven by strategic 
desire to exit rather than financial compulsion to restructure. 
In the recent past, the industry witnessed a flurry of M&A 
like CRH acquiring My Home Industries for $462 mn, 
Lafarge buying L&T Concrete's RMC business for $349 mn, 
and Heidelberg consolidating its business with Mysore Ce- 
ment and Indorama—the cement industry is moving towards 
consolidation. Similarly, with new entrants to the cement 
sector with not so good experience in cement selling, there 
may be more candidates on the block giving ample opportu- 
nity for cement giants to consolidate with smaller player/s. 
Top Indian players as well as global majors operating in 
India are looking to consolidate, and the international firms 
not present now may seek a foothold in India. The industry 
might thus enter the final phase of consolidation soon. 


Weakness in the real estate industry, coupled with capacity expansion 
and cheap imports from Pakistan—how do you view industry future 
over the next couple of years? 

With the economic slowdown, the implementation schedule 
for cement expansion is likely to get delayed. The threat of 
cement imports is not much due to very limited penetration in 
the country. The movement is limited to the interiors of the 
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Slowdown Blues 


Indian market. It is seen that the cement imports are hurting 
the markets of Punjab mainly. 

However, there is some respite due to the erosion of price 
advantage that the Pakistani cement enjoyed over Indian ce- 
ment owing to the sharp depreciation of rupee against dollar. 
Imported cement that was selling at Rs 200/bag two months 
ago is now selling at Rs 215/bag, as against the Indian Ce- 
ment being sold at Rs 225/bag (in Punjab markets). As a 
result, the average daily import from Pakistan dropped by 
50% to 2,000 tons. 

Pakistan rupee too has depreciated in relation to dollar 
but the companies in Pakistan are not reducing the rates. 
Also, the Indian Railways have gone for threefold hike in the 
demurrage charges on the imported cement from Rs 100 per 
wagon per hour of wagon placement to Rs 300. 


Industry experts complain that a large chunk of the cement industry's 
revenue goes to the government exchequer as tax and loyalty pay- 
ments. Do you subscribe to this notion? 

Though cement is the most essential infrastructure input, the 
tax on cement is the highest among the items required for 
building infrastructure. The total government levies and 
taxes on cement constitute 60% or more of the ex-factory 
price. The levies and taxes on cement in India are far higher 
compared to those in countries of the Asia-Pacific region. The 
average tax on cement in the Asia-Pacific region is just 11.4%, 
with the highest levy of 2096 being in Sri Lanka. The industry, 
in order to command competitive advantage in international 
markets, needs relief in this area. 

Two major materials needed for construction of any infra- 
structure are cement and steel. However, the rate of VAT 
charged on cement and steel differs vastly. While VAT on 
steel is only 4%, it is charged @ 12.5% on cement and clinker. 

The royalty on iron ore, the main raw material for produc- 
tion of steel and a high value product, is only @ Rs 16 per ton 
and on limestone, which is the main raw material for produc- 
tion of cement and a low value product, is (9 Rs 45 per ton. 


Other issues? 

Cement industry is clamoring for a level-playing field against 
cement imports, which are enjoying almost duty-free entry, 
against Indian cement being taxed up to the neck. Indian Ce- 
ment industry is not only contributing heavily to the govern- 
ment exchequer but also looking after its social commitments 
with respect to corporate governance, which implies that it is. 
in a way, helping government in uplifting the social standards 
and the quality of living of masses. 

The business development for Indian cement industry is 
made difficult due to the rigmarole of clearances to be ob. 
tained from various government authorities in order to set ир 
new plants and obtaining clearances for mining of limestone. 

All these add to the dismal picture of running a cement 
business in India, which needs to be reviewed with the help o! 
the cement companies on the one hand and the government 
authorities on the other. 
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UNAUDITED FINANCIAL RESULTS FOR THE QUARTER ENDED 30th SEP. 2008 


(Rs. In cro 
Audited 
Year end 
31-03-20 


Unaudited 


Six months ended 
30-09-2008 30-09-2007 


Three months ended 
30-09-2008 30-09-2007 












1. а) Net sales / Income from operations 1,617.32 1,111.54 3,290.47 2,193.20 5,711. 
b) Other operating Income 6.54 13.40 8.43 19.81 30. 
TOTAL: 1,623.86 1,124.94 3,298.90 2,213.01 5,742. 

2. Expenditure 
a) Increase (-)/decrease (+)in stock in trade 7.60 10.00 -18.22 10.13 -30. 
b) Consumption of Stores & spares 41.57 37.53 76.41 68.91 175. 
c) Employees Cost 76.58 57.45 141.12 108.99 355. 
d) Selling Exps incl. Freight out 202.03 107.82 412.74 230.26 518. 
e) Depreciation & DRE 17.48 15.24 34.38 29.66 63 
f) Other Expenditure 76.25 83.56 148.96 145.84 351 
TOTAL 1,434 

3. Profit from operations before other income 
interest & exceptional items (1-2): 1,202.35 2,503.51 1,619.22 4,307. 

4. Other income 233.41 420.74 301.46 639 

5. Profit before interest & exceptional items (3+4) 1,435.76 2,924.25 1,920.68 4,947 

6. Interest - - - 

7. Profit after interest but before 
exceptional items (5-6) 1,435.76 2,924.25 1,920.68 4,947 

8. Exceptional Items - - - 

9. Profit from ordinary activities before Tax (7+8) 1,435.76 2,924.25 1,920.68 4,947 

10. Provision for Tax-Current Tax &FBT 489.86 996.45 655.22 1,717 
-Deferred Tax 0.97 1.56 -0.33 -20 

11. Net Profit from ordinary activities after tax (9-10) 944.93 1,926.24 1,265.79 3,250 

12. Extraordinary Items (net of tax expense Rs.) - - - 

13. Net Profit for the period (11-12): 1,926.24 1,265.79 3,250 

14. Paid-up Equity Share Capital: 396.47 132.16 132 
Face value per share Re.1/- Rs.10/- Rs.' 

15. Reserves excluding revaluation reserves 8,157 

16. EPS for the Period (Rs.) - Basic and diluted 
before and after extraordinary items 24€ 
EPS-post split & bonus issue Е 

(Not Annualised) (Annualis 

17. Public share holding 
Number of Shares 6405462 2135 
Percentage of shareholding 1.62 1 

SEGMENT WISE REVENUE, RESULTS AND CAPITAL 
EMPLOYED UNDER CLAUSE 41 OF THE LISTING AGREEMENT (Rs. In cr 


Unaudited Audite 
Six months ended Year eng 
30-09-2008 30-09-2007 31-03-2 


Three months ended 
30-09-2008 30-09-2007 





Segment Revenue 
(net sale / income from each segment) 







































a) Iron Ore 1,616.44 1,108.46 3,288.69 2,188.73 5,70 

b) Other Minerals & Services 0.88 3.08 1.78 4.47 

Total 1,617.32 1,111.54 3,290.47 2,193.20 5,71 

Less : Inter segment revenue - - - - 

Net sales / income from operations 1,617.32 1,111.54 3,290.47 2,193.20 5,71 
2. Segment Results 

(profit (+) / loss (-) before tax and interest 

from each segment) 

a) Iron Ore 1,231.06 2,555.78 1,658.72 4,49 

b) Other Minerals & Services -4.91 -7.53 -10.79 -2 

Total 1,226.15 831.51 2,548.25 1,647.93 4,4€ 

i) Less : interest - - - - 

ii) Add : Other unallocable income 209.61 139.61 376.00 272.75 48 

net off unallocable expenditure 

Total Profit before Tax 1,435.76 971.12 2,924.25 1,920.68 4,94 
3. Capital Employed 

(Segment assets-Segment Liabilities) 

a) Iron Ore 615.51 577.57 9t 

b) Other Minerals & Services -6.45 2.03 { 

с) Other offices 9,340.87 6,244.81 7,14 

Total 9,949.93 6,824.41 8,07 


1. During the quarter Hon'ble Supreme Court has revoked the suspension of the activities of Panna Diamond Project, subject to complying with 
conditions. The unit is yetto commence production. There is no change in the status of UPFO plant, which is under 'саге & maintenence'. 

2. Ithas been decided to lease/shell the plant and machinery of Lalapur Silica Project. 

3. The Company has received 11 complaints from investors and all of them investors and all of them were disposed off, therefore, complain 
unresolved atthe quarter ended 30-SEP-2008 be treated as "NIL". 

4. The above results have been reviewed by the Audit Committee at its meeting held on 27-OCT-2008 and 


approved by the Board of Directors at its meeting held on 27-OCT-2008 at New Delhi. “из Рогала on а 





(Ran 
Chairman-cum-Managinqg | 





Place : New Delhi r 
Date : 27-Oct-2008 A 
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for about 18-20% of the operating cost. 
АП tnese factors have resulted in nega- 
tive growth in the topline and operating 
margins of the companies. UltraTech 
Cement, an Aditya Birla Group com- 
pany, reported a fall of 12% in its net 
profit to Rs 164 cr for Q2 FY09. Simi- 
larly, ACC officials expressed their con- 
cern over the current situation. They 
said that “We foresee challenging times 
ahead, in respect of markets, invest- 
ments and input costs. ACC is of the 
view that growth of cement consump- 
tion in the coming months, particularly 
in the housing sector, may decline.” On 
the whole, the industry is facing diffi- 
cult times with raw material pressure 
апа government control on cement 
prices. 


Top performers 

As per The Analyst 500 list of 2008, 
Grasim Industries, which is on the elite 
list of Forbes Asia’s Fabulous 50 award 
winners, tops the list of the cement com- 
panies by occupying 41* (against 40" in 
2007) position with net sales of Rs 
10,671.83 cr. It is the 11" largest global 
player, and following its aggressive ex- 
pansion plans in the current fiscal, it 
scaled up the capacity from 35 million 
TPA to 49 million TPA. As per its latest 
annual report, it is setting up thermal 
power plants aggregating 369 MW, eut 
of which 336 MW will be commissioned 
during the year, taking the total power 
generation capacity to 503 MW. With 
this, more than 80% of power needs of 
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the cement plants will be met through 
captive sources. Grasim is aggressively 
growing in the ready-mix concrete busi- 
ness. Today, it has 53 RMC plants and 
plans to double the business to 94 by 
the end of FY09. 

Another leading player, ACC, has 
also not been able to arrive at a better 
position compared to its position in 
2007. It has slipped two places, from 
59" іп 2007 to 61* position. Ambuja 
Cements is in third position in the list 
of top 17 cement companies, but slipped 
15 places from 53" in 2007 to 68" posi- 
tion. Its efforts to improve efficiency at 
its kilns to get more output for less 
power have made Ambuja Cements to 
sell its excess power to the local state 
government. Its sea-borne bulk cement 
transportation facilities have made it 
easy for Ambuja to reach the coastal 
markets and also helped it become 
India’s largest exporter of cement for 
the last five years. 

The industry has been expanding by 
about 10% every year, a rate that has at- 
tracted large foreign cement majors to 
set up base in India. Of late, lower valua- 
tions of cement companies have trig- 
gered more mergers and acquisitions 
and left smaller players more open to for- 
eign acquisitions. For example, Vicat's 
stake buy in Sagar cements at $98 ton in 
June 2008 is lower than what Holcim 
paid for acquisition in Ambuja Cement 
($214 ton) in 2006. Not to be left behind, 
La Farge acquired the RMC (Ready-Mix 
Concrete) business of L&T in May. 


Italcementi acquired 100% stake in 
Zuari Cement and 95% stake in Shree 
Vishnu among others. у 


Changing equations 

According to an NCAER study, the de- 
mand for cement is expected to grow to 
244.82 million tons by 2010-11. If the 
optimistic projections of the road and 
the housing sectors come into force, the 
expected demand may be much higher 
at 311.37 million tons. The current firm 
demand-supply scenario is expected to 
continue because of the delay in capac- 
ity expansion programs by various com- 
panies. Unlike the calendar year 2007, | 
the beginning of the year 2008 markedA 
significant capacity additions, commis- 
sioned by the end of March 2008. It is 
projected that the demand growth will 
outstrip supply till the materialization 
of such new capacities. 


Outlook 


With small and medium size cement 
companies implementing ambitious 
expansion plans over the next three 
years, the cement industry is increas- 
ingly becoming competitive. This has 
encouraged the industry majors to un- 
dertake significant capacity increase 
plans to keep up their market shares. 
For instance, in the next three years, the 
Holcim group is expected to add another 
14 million tons to scale up their capac- 
ity to 57 million tons. The Aditya Birla 
Group is expected to add 13 million 
tons, taking its capacity to 48 million 
tons. Even though the real estate indus- 
try is severely affected by the global eco- 
nomic slowdown, the rural demand, 
which consumes 60% of the cement pro- 
duction, keeps the hopes of cement in- 
dustry alive. The cost pressures, 
coupled with price erosion, are squeez- 
ing the margins. Despite a weak senti- 
ment in the medium-term, the strong 
fundamentals of the Indian economy 
would ensure an increase in the de- 
mand and thus the growth of the indus- 
try in the coming уеагѕ.а 


— N Janardhan Rao and Ch Srinivas 
Reference # 01M-2008-12-05-01 
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The ongoing slump and fierce competition among Indian players have 
affected R&D outsourcing. The rate war has left no room for premium 
pricing. To make matters worse, China is posing a serious threat to India in 


this space. 


— Sarath Kumar S 
Vice-President, Misys GOC 


Symphony Services Ltd., Bangalore 





ndia is the fastest growing IT hard- 

ware products market in the Asia- 

Pacific region. Most of the promi- 
nent global as well as local vendors are 
showing increased interest to operate in 
the competitive Indian market. Though 
India is a diverse country with a huge 
population base and a significant enter- 
prise universe, it has one of the lowest 
PC penetrations. The hardware indus- 
try can cash in on this greatest opportu- 
nity in the future. This makes India one 
of the most exciting markets for IT hard- 
ware players. However, they need to cope 
with the challenges of understanding the 
^ typical marketing structure and con- 
quering the geographical diversities. Po- 
tential areas of growth include: low-cost 
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network access devices, transaction 
printers, point-of-sale systems, and digi- 
tal home access devices. 


Current barriers 

India is emerging as the fastest growing 
hub of software industry. The visions 
are that it will lead the market in the 
coming years, the main driving force be- 
ing the software services and solutions. 
If reports and experts are to be believed, 
then India will see a tremendous rise in 
hardware industry too, but the last 
year's statistics do not show the same 
facts. Last year, Indian hardware in- 
dustry witnessed a decline of 11%, 
which is shaky news for the hardware 
industry. The hardware industry is a 


manufacturing-oriented industry, and 
our governmental policies do not favor 
their growth. This is the foremost rea- 
son for the decline in hardware business 
in India. While the reviewers opine that 
the policies are very harsh, the govern- 
ment, as always, is ready with a cheesy 
excuse that it is still in the process of 
learning the nuances of this complex 
business. The second obstacle is the lack 
of uniform policy all across the country. 
The government has a common interest 
of having the maximum tax, but lacks 
unified and good regulations. There is no 
coordination between the Central and 
state governments with regard to policy 
formulations. For example, even if the 
Central government announces relax- 
ations on taxes or duties, it is offset by a 
rise in taxes at the state level. 


Growth prospects 

Market for transaction printers, non- 
impact printers, point-of-sale systems 
followed by servers and UPS systems 
looks extremely promising, especially 
with the advent of retail industry seg- 
ment in India. Some conclusions of a re- 
cent study paint a rosy future for Indian 
Hardware Inc. By 2010, the Indian 
hardware industry has the potential to 
grow 12 times its existing market size, 
with the domestic market accounting 
for $37 bn and exports accounting for 
another $37 bn. The study has identi- 
fied major export opportunities in the 
areas of innovative new devices, con- 
tract manufacturing and design ser- 
vices. The study says that component 
exports offer an opportunity worth $5 
bn, while that of design and related ser- 
vices in embedded systems and wire- 
less telecommunication services can 
bring in another $7 bn by 2010. Further, 
ambitious projections have been made 
in the area of contract manufacturing, 
which represents a $11 bn opportunity 
if India succeeds in capturing a share of 
only 2.246 of the global pie by 2010. 
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"In the coming years, enterprises may come across concepts like thin clients and 
virtualization, and eventually remote PCs will start making inroads.” 


sumed within India and all the hardware consumed within In- 
dia. Indian hardware market is actually growing faster consis- 
tently over the Indian software market. The major areas that 
have a high potential for growth in the near 
future include: small business with an em- 
ployee size of 20-30; education industry; and e- 
governance projects. 





What is your view on the progress of the Indian computer hardware 
market vis-à-vis software market in India? What are the potential 
areas of growth? 

Different areas of hardware are doing differ- 
ently. For example, PC is going at 15%. Over- 
all, Т would say hardware has been doing 
pretty well. Now if you see storage, printers 
as well as servers, they are mostly enter- 
prise-driven, whereas PCs are driven by con- 
sumers also. A large component of PCs is 
sold to the consumers. So what we are seeing 
in PCs is that there are lots of notebooks that 
are being purchased over desktops. Even 
first-time buyers are buying PCs over desk- 
tops. In case of servers, undoubtedly, Intel 
architecture is definitely the dominant way 
to go. Compared to the software industry, 
hardware industry domestically is not doing 
quite well. If you are talking about domestic 
software market, Indian hardware market 
actually has grown faster than the Indian 


What are the barriers faced by the Indian hardware, 
market? How can the industry overcome them? 4 
The barrier presently is the slowdown of 
each industry, which will definitely affect 
the hardware industry. The area of worry, 
and could be an issue, is that the PCs used 
by small and medium size enterprises are 
less recycled and they are not very IT con- 
scious. Therefore, IT consciousness could be 
one of the major barriers for adoption. The 
overall detriment to the growth of the hard- 
ware industry is the growth of the economy. 
As the economy grows, the Indian hardware 





Diptarup Chakraborti 
Principal Analyst, 
Client Computing Markets Asia 
Pacific Technology & Service 
Provider Research, Gartner, Mumbai 


software market. If you are talking about In- 
dian software exports, that is a different matter. We should be 
concerned about domestic market, i.e., all the software con- 


A global R&D hub? 

The Indian R&D services story started 
when Texas Instruments (TI) established 
its development center in Bangalore in 
1985-86. At that time, some Indian com- 
panies like Wipro and HCL began to ex- 
есше R&D projects for ТТ. R&D services 
outsourced to Indian companies included 
product development, embedded technol- 
ogy and chip design services. 

Of late, many MNCs have started 
setting up offshore product development 
centers in the country. Older players like 
TI and Intel, who have been present for а 
long time, are enhancing their existing 
capacity and outsourcing more work to 
their Indian centers. Many Indian com- 
paries perceive this trend as an opportu- 
nitv in disguise, because the activity of 
MNC captive centers contribute towards 
positioning India as an R&D hub. 


GA | Naramher ОППА I 


After the bloodbath in the global 
telecom space, a lot of Indian biggies 
saw their outsourcing opportunities 
evaporate. Telecom was the most lucra- 
tive source of revenue for most R&D 
players. On the demand side, the rise of 
core technology outsourcing can be at- 
tributed to the same factors that led to 
the growth of outsourced IT services. 
Secondly, customers are becoming in- 
creasingly aware that creating IP is the 
only way to stay competitive. 

Bringing the Offshore Development 
Center (ODC) concept to R&D by Indian 
companies has brought down the value of 
what should be high-end work. In a bid to 
position themselves as cost-effective 
players, these companies have spoilt the 
market. This has resulted in ‘commodity 
pricing’ of R&D services. Analysts be- 
lieve that the outsourced R&D market in 


industry will grow because you need IT for 
the growth of the industry. Other than these, as such there 
are not any barriers to the growth of the hardware industry. 


India amounts to roughly $800 mn to $1 
bn a year and they expect it to reach $11 
bn by 2008. Barring Wipro and HCL, 
none of the Indian players has end-to-end 
offerings in this space. 

With tier-I players such as Wipro 
and HCL Technologies coming down to 
compete with niche players like Sasken, 
the premium attached to R&D services 
has vanished. Tier-II companies have no 
choice but to remain focused on either a 
technology or an industry vertical. Thus, 
tier-II players are obviously chosen for 
their niche expertise. What was once a 
demand-driven market has now be- 
come bidding-oriented. 


The Chinese threat 


Perceived by many industry observers а= 
a threat to the Indian software services 
industry, competition from China is 
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What is your view on the market for computer peripherals like printers, 
UPS, servers, etc.? How are its growth prospects? 

M the hardware industry grows, the associated computer pe- 
ripheral industry grows. It almost maintains the same 
growth, in fact, faster. For instance, if the PC growth is 15%, 
the accessories growth is higher because you realize the need 
for accessories only after the PCs have come into the com- 
pany. So it is definitely going to have good prospects in the 
market. 


How do you think India can establish itself on the global R&D front? 
What are the steps taken in that direction? 
R&D is nothing but software development for hardware 
products in India. There is an excellent potential in India, 
and a lot of outsourcing is already happening in that area. In 
fact, India is at the forefront among many other countries. 
Р Bus companies cannot go to the extent of manufactur- 
g high-end computer chips on the lines of Intel or AMD 
because it needs billions of dollars of investment and it does 
not make sense for Indian companies to do it. But there's a 
lot of scope for MNCs investing in India. For example, top 
plants are already set up by Insignia, AMD consortium and 
so on and so forth. 


How do you think the Indian Government can support the growth of the 
computer hardware market? 

Government support should be basically to clear policies in 
terms of FDI, etc. For instance, the present FDI policy will 
come to an end in 2010. Post-2010, the government should be 
proactive in rationalizing the duty structure for the hard- 
ware industry because the duties are pretty high, which 
make it highly uneconomical for manufacturing hardware in 


India. However, the government support to IT in India is 
pretty strong. So we are forward-looking. 


What is the contribution of the emerging economies, including India. 
to the growth of global computer hardware market? 

China is expected to become the second largest PC market, 
beating Europe by 2008, and more astonishingly, even at 
that stage, it will continue to clock double-digit growth for 
some years to come. China will clearly be the most attractive 
destination for PC products in the coming years for all ven- 
dors. To give an indication of the might of the Chinese mar- 
ket, Lenovo which is lagging behind in poor 4" or 5“ positions 
in US and EMEA markets, is the world's third largest PC 
brand on strength of its position in China, where it occupies 
the No. 1 position. India is already the 2" largest PC market 
in APAC and is a growing market. However, the worrying 
factor is that the PC penetration is still abysmally low at 
2.8/100, which is lower than countries like Indonesia and 
Vietnam. But with increasing PC literacy, deeper and 
broader penetration, government initiatives, and push from 
vendors like Intel and Microsoft, the market is likely to ex- 
plode in a few years' time. US, Europe, China, India and Ja- 
pan will be the five largest markets by 2010. 


Other issues? 

The hardware industry is turning very innovative and revolu- 
tionary. In the coming years, enterprises may come across 
concepts like thin clients and virtualization, and eventually 
remote PCs will start making inroads. We may see PCs be- 
ing sold as solutions rather than as just boxes. Also most 
applications on PCs will be hosted on remote servers, and 
hence concepts like SOA or SaaS will be the order of the day. 


more serious in the area of R&D services. 
On the supply side, Indian companies are 
pressurized by competition from low- 
cost destinations like China, Mexico, 
Russia and the Philippines. 

We are seeing China as a serious 
competitor in the R&D services 
outsourcing market. Owing to the large 
domestic hardware manufacturing base, 
Chinese companies are very strong in 
hardware R&D. China is also one of the 
largest markets for telecom equipment 
manufacturers and they want to have 
their R&D base closer to the market. 

Indian players also face stiff competi- 
tion from captive India-based design cen- 
ters of major clients. Many new technol- 
. ору projects are coming to India because 
^-6f ММС captive centers. This creates the 
right atmosphere for innovation, and the 
only way to leverage their presence is to 
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partner with them, Almost 95% percent 
of Wipro’s R&D clients have an offshore 
base in the country. These MNCs are a 
short-term threat to us. In the long run, 
India stands to benefit. The local pres- 
ence of these clients increases sub-con- 
tracting opportunities. 

The market for the IT services and IT- 
enabled services is poised to grow rapidly 
and has the potential to become an $8-11 
bn market by 2008, with a Compounded 
Annual Growth Rate (CAGR) of 20 to 
40%. Many leading global manufactur- 
ers, such as Honeywell Industrial, 
Delphi, Rockwell Automation, Texas In- 
struments and Xerox, have started lever- 
aging India’s R&D services and capabili- 
ties, which has resulted in greater oppor- 
tunities for Indian companies. 

In the future, growth in this market 
will come from servicing software con- 


tent in non-computing devices. Sixty per- 
cent of the top ISVs like Novell, SAP, Ca- 
dence, i2, Adobe, Microsoft, Computer 
Associates, Veritas and Symantec have 
begun to leverage India for maintenance 
services and new product development. 
The ongoing slump and fierce com- 
petition among Indian players have af- 
fected R&D outsourcing. The rate war 
has left no room for premium pricing. To 
make matters worse, China is posing a 
serious threat to India in this space. 
The existence of a huge domestic manu- 
facturing base in China has lured many 
MNCs into establishing an R&D base 
in that country. Of course, Indian com- 
panies can also tap China as a market 
by undertaking joint development work 
with Chinese companies. With clients 
seeking more ‘ready-made’ offerings, IP 
creation is going to become lucrative. IP 
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creation is a better market to address 
now as MNCs seek to reduce invest- 
ments in terms of time and money. 


Government support — Need of 
the hour 

Uncertainty discourages investments; 
hence, uncertainty has to be minimized 
by avoiding change of duty regime every 
year, with zero duty as the ultimate 
goal. Duty on inputs should not be more 
than that оп finished goods, as the 
negative potential gradient will impede 
further investments. All factors leading 
to the grey market, which creates unfair 
competition, have to be de-emphas:zed. 
In an import-intensive industry like the 
hardware industry, with fast changing 
prices and obsolescence, all procedures 
for imports, exports, licensing and in- 
spection should be simplified to help in- 
crease the velocity of business. The 
economies of scale achieved internation- 
ally should also be nationally achieved in 
the shortest possible time. Until large 
enough volumes of production can be put 
in place, the market should combine a 
large enough export drive with the inter- 
na. market. Competitive climate for in- 
vestment and production, in comparison 
with that present in the competing coun- 
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tries, should be put in place, including 
customs, foreign exchange regulations, 
labor laws, banking facilities and sup- 
port infrastructure. 


Outlook 

The problem gets more complicated 

with the stringent requirements of in- 

frastructure such as: 

e Quality, quantity and regularity of 
power, quick transportation of 
goods from the factory to the ports, 
efficient facilities at ports for load- 
ing/unloading of containers at any 
time of the day to facilitate timely 
export shipments; 

e The special requirement of fast cou- 
rier services for import or export of 
small consignments of goods; 

e Production infrastructure in indus- 
trial parks to have captive power 
plants and get competitive fiscal 
and tax benefits with respect to 
competing countries; and 

e Value-added telecommunication 
services. 

In short, a paradigm shift in the 
long-term strategy to boost hardware 
production and export will be required 
to satisfy the following objectives: 


e Ensure sustainable survival; 


• Enlarge viable local manufacturing basel 
e Dynamically increase productivit 
and modernization; 


e Attract fresh investments from 
within the country and abroad; 


* Generate skilled employment op- 
portunities; 

e Operate at internationally viable 
economy of scale; 


e Minimize the grey market and the 
misuse of the import policies for 
dual use items; 

e Bring about a maximally ‘win-win’ 
situation among the various sub- 
sectors of the IT industry; 


Integral attainment of the above ор. 
jectives in India is feasible only through 
the creation of a delicately balanced 
policy, which essentially requires a high 
degree of political will to implement, a 
high level of national ability to take jus- 
tifiable risks, and a change in the 
mindset to accept such a bold and prag- 
matic paradigm shift. It is self-evident 
that the superpower status for India can- 
not be realized without such essential 
qualifications. m 


Reference # 01M-2008-12-06-01 








The Many Hues of 
Management 


Case Studies in Management 
from Icfai Center for Management Research 


www.icmrindia.org 


information. Illustration. Insight. Inspiration. 


| Chartered Financial Analyst | 


Invest in 
TMB's 
Fixed Deposit 
to earn 


HIGHER 
INTEREST 






Е 






| er “^ | 
Mu \ 


1 
А 
* - 
k 
«ЖА 
ж. ЭЭ К 
EM A 
2 Y 
к 







m i 
E! 
m у 
A 
P “ 
> 
Ф 
5 


Rate of Interest per annum (%) 
Senior Citizens 






* 
| 


. 
т 
Е 
Е ^ 
"m P » 
, 
» P" 
" Е 4 и 6 
4 " -— 
# 
— ^ 
- “е, т 1 
Г € ПУЕ aye T 
M SR Р 
* ` „у 
р E | - > 
» А Шеш... 
a bu ” 
` * ` b 
<3 " 9 i 7 wv 
ч iJ А ! | y 
\ " > a 
\ ^" 
e ч d 
Е Е ^ 
2 , a R- 
и = 7 Р ГА i 
$ у. | n 
; I ч 
Е + Е m = EI ^" A к + 
са ^ г a) 
Е 4 == " г 2 s Wa 
| | « | X4 X * „ү 
У SW ы Е 9 . 4 Š 
x к, 1 " 
: E в „ы РЕ 
E : ы ' 
> 
« > a 4 
v 
” | » т Р 
Lr 
i: Er | 
1 hx б 
M Ag а 
: ^ Ч 
n d: 3 
M 7-2 
Tho Ж " 
e T ^ nb 
"uu pu * 
y’ ty E ^ 
7 


7 M 
yy ГӨ 
PERIOD 
General Public 
7 days to 14 days 4.50(*) 4.50(*) 
15 days to 45 days 
46 days to 90 days 


91 days to 180 days 
181 days to less than 1 year 





со ч 

сэ [CO 

> © 
сә | © 
oS | © 


10.25 






mN 

о ‹ 
о 

о 


Above 5 years 
(*) For deposits of Rs.1 lakh and above 


aU, 
e 





Tamilnad Mercantile Bank Ltd. 






ТАМИЛА, 


Regd. Office : 57, V.E.Road, Thoothukudi-628 002 Website.www.tmb.in 


ESTD. 1921 


Delhi - 98103 70402 € Mumbai - 98211 65681 € Kolkata - 98310 08565 @ Chennai - 98422 23555 and at all branches of ТМВ 


M THE ANALYST 500 





FMCG 


On the Growth Path 





1 


Growth continues to remain buoyant, with both rural and urban segments 





P eo = 
growing at about 1596. 
e FMCG industry has emerged 


as one of the largest sectors in 

the Indian economy by register- 
ing an astonishing double-digit growth 
rate in sales in the past couple of years. 
The year 2008 is certainly a memorable 
year for the industry with a booming 
economy and consumerism. Character- 
ized by a healthy distribution network, 
strong MNC presence, intense competi- 
tion between the organized and unorga- 
nized segments and low operational cost 
, it is one ofthe fast growing industries in 
India with a total market size of $13.1 
bn. The growth in the sector has so far 
been both volume and value-driven. 
While the recent spiraling inflation re- 
mains a barrier to the sector's growth 
prospects, many FMCG companies still 
blossom under inflationary pressures by 
passing on the increasing cost to consum- 
ers through a well-thought-out blend of 
price hikes, reduction in packaged size, 
and alteration in product mix. 
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The early years of this decade 
marked a disappointing phase for the In- 
dian FMCG sector. Many big players 
such as HUL and P&G found it difficult 
to hold on to their status as market lead- 
ers. The companies got a new lease of life 
mainly after 2004, when sales in the re- 
tail outlets picked up momentum. Sub- 
sequently, the industry seems to have 
had a sharp rebound. A substantial rise 
in household incomes, changing lifestyle 
patterns in India, rise in per capita con- 
sumption, and the spread of modern re- 
tailing revolution continued to drive the 
growth in FY 2007-08. Most of the 
FMCG companies are expected to have 
strong revenue growth in the face of re- 
cent price hikes across product portfolios. 


Growth drivers 
The industry is on the growth path, with 


favorable demographics and renewed 
thrust on the rural segment. Increasing 
disposable income of rural people has 


encouraged the FMCG companies to 
target the rural consumers with effec- 
tive strategies. As per recent estimates, 
rural India currently accounts for 
around 56% of total FMCG demand. 
The number of households in the rural 
segment using FMCG product has risen 
from 136 million in 2004 to 143 million 
in 2007, indicating a Compound Annual 
Growth Rate (CAGR) of 1.7%. Top play- 
ers like HUL, ITC and Colgate have al- 
ready set up good distribution networks 
in these areas. Hindustan Unilever and 
ITC have worked on rising rural pen- 
etration through Corporate Social Re- 
sponsibility (CSR) projects such as 
Project Sakti and e-Choupal respec- 
tively. Other FMCG companies have 
also started catering to the rural areas 
in a big way. 


Rural penetration 

The increase in the disposable income 
of both rural and urban consumers has 
immensely augmented their spending 
power and is giving opportunity to the 
consumers to move from traditional un- ! 
organized unbranded products to 
branded FMCG products. With per 
capita disposable income increasing 
from $550 to $600 in 2007 (a 996 in- 
crease), organized retailing brought 
about a huge change in the FMCG mar- 
ket. Urban sector also plays a signifi- 
cant role in driving the growth prospects 
of the FMCG sector. Incessant increase 
in the urban population, along with in- 
crease in income levels and the accessi- 
bility of latest categories, would help 
the urban areas uphold their position in 
terms of consumption. Home and per- 
sonal care category, including skin care, 
household care and feminine hygiene, 
will continue to grow at satisfactory 4 
rates. Within the food segment, it is es- ` 
timated that processed foods, bakery, 
and dairy are long-term growth catego- 
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“Indian FMCG sector is full of promise, despite the economic hurdles. ” 


ais more dependent on consumption pat- 


| 
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Do you feel that consumption of FMCG products may get impacted if 
there is prolonged liquidity crisis and rising inflation levels? Please 
elucidate. 

I think the prolonged economic crisis will not hamper the 
growth prospects of the FMCG sector. The 
sector will continue to witness double-digit 
growth in future, however with slight slow- 
down in percentage growth. In my view, 
FMCG sector is well insulated from the 
current financial crisis. The FMCG sector 


terns, which seem to be strong among In- 
dian consumers. Although there will be a 
slowdown in the consumption of high-end 
premium products, that will be substi- 
tuted by the rise in consumption of mass 
segment products. The only problem which 
I foresee will be of margin pressure due to 
the rising input cost. 


Are you of the opinion that the rising household 
incomes and the spread of modern retail revolu- 
tion in both rural and urban areas would help the industry sustain robust 
growth momentum? 

Definitely, the rising household income and the current trans- 
formation of retail industry will rescue the FMCG sector from 
the current economic crisis. I think the FMCG sector growth 
trajectory will be driven more by transformation in rural mar- 
ket as compared to rising household income or consumption 
in urban segment. Most of the FMCG products are witnessing 
high percentage growth in rural market as compared to urban 
or pan-India growth rate. Also, the developments in retail 
industry will drive the consumption of mass segment product 
in FMCG industry. The emergence of private label products, 
discounts, schemes and offers on established branded prod- 
ucts will contribute to the growth of FMCG sector. 


What are the key challenges faced by the industry with regard to its 
expansion, especially in the rural segment? 

There are a few factors which restrict the growth of FMCG 
sector in rural markets. The infrastructure constraints, high 


Top performers 


ries in both rural and urban areas. 
Growth in this industry is expected 
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logistic cost, seasonal variation in income, and above all offer 
ing standardized products in rural market are the key prob 
lem areas that need to be resolved. 

Companies need to understand that they can't offer tht 
same product in same size and dimension t 
the rural consumers. Manufacturers mus 
customize their product offering as per thi 
consumption pattern of the rural consumers 
Small packaging is more profitable and mor 
consumable in rural markets as compared ti 
standard products offered in urban markets. 


What type of competitive strategies should the in 
dustry adopt to thrive in today's troubled environ 
ment? 

In order to thrive in today's troubled economi 
environment, companies must realign thei 
business strategies according to the changin; 
market dynamics. Product innovation, prod 
uct customization and tie-ups with retai 
players can narrow down the risk emergin; 
from the current economic situation. The rap 
idly transforming retail industry provides ample opportunitie 
for FMCG companies to expand their product portfolio and sus 
tain their top line as well as bottom line growth. 


Do you think that the industry is all set to take a big leap in the comin 
years? 

In my view, the development of organized retail, focus on produc 
innovation, changing product portfolio, and pricing strategies wi 
definitely give a thrust to the FMCG sector in the coming year: 
Also, rising consumption levels in rural markets, shifting prefer 
ence of rural consumers from unbranded products to branded proc 
ucts, shifting of urban consumer to luxury or rather high-end proc 
ucts will enable the FMCG sector to witness double-digit growth i 
the future. 

I think the Indian FMCG sector is full of promise, despite the ес 
nomic hurdles faced by the industry. Also, a recent study by МСО 
on “Indian Food and Drinks Market: Emerging Opportunities” ha 
revealed that various FMCG segments like snack food, package 
food and bottled water will witness positive growth in the future. 


Hindustan Unilever grew by 21% 


_ to come from consumer ‘upgrading’ in 
» the mature product categories. All 


these factors give an enormous un- 
tapped potential for the FMCG sector 
to grow. 
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The overall performance of FMCG com- 
panies was sound in 2008, in spite of a 
challenging environment. Driven by a 
mix of better volumes and higher prices, 
top firms did well in this year. In the 
June quarter 2008, net sales of 


Foods business grew by 14% with goo 
underlying volume growth. Similarly 
Nestlé India, a subsidiary of Nestlé S/ 
has registered an increase by 23.5% 1 
its total net sales in the Q2 this yea 
compared to the same period of 200’ 


| Decemher 2008 | f 


The Analyst 500 





Its net profit for the quarter grew by 
26.5%, with an increase of 11.4% in ex- 
port sales. Procter & Gamble achieved 
total sales of Rs 150.5 cr, which grew by 
20% over the corresponding period last 
year (Rs 125.3 cr) in its third quarter 
ended March 31, 2008. АП these clearly 
show that the financial meltdown, 
which has been wreaking havoc across 
the globe, has little effect on the sector. 
Companies like Hindustan Unilever, 
Mar:co, Procter & Gamble, among cth- 
ers, were betting big on value-added 
products and premium-end products to 
drive their growth. 

Even though experts believe that the 
recent spiraling inflation may have a bad 
effect on the industry, the present situa- 
tion does not seem to be as severe as was 
expected. FMCG companies have been 
able to pass on the higher cost of inputs 
through some additional price hikes. For 
example, Hindustan Lever increased the 
prices of a few brands by about 10%. 
Colgate increased the prices by 3-4% ear- 
lier this year, while Dabur increased the 
prices of hair oil, Chyawanprash and 
toothpaste by 4% and shampoos by 7%. 
Many companies are gambling on infla- 
tior. with new product launches. Dabur, 
Nestlé and Amul have new products 
lined up for launch. As per IMRB, 251 
new products (223 variants and 28 
brands) were launched in 2007 as 
against 191 (173 variants and 18 
brands) in 2006. FMCG companies see 
60% of their revenues coming from new 
product launches this year. Also, the fall- 
ing prices of crude oil products and palm 


FMCG vs. Sensex Movemnet 


— BSE-FMCG 
Sensex 


Jan 1,2008 


Source: Business-standard 
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Household Care 





Washing powder/liquid 95 





Personal Care 





Shampoo 68 





Skin cream 64 


Food and Beverages 





т 






Coffee : 14 


Oil/ghee/vanaspati 98 


Source: IMRB International 


oil have, of late, come as a relief for 
FMCG firms. 

As per The Analyst 500 list of 2008, 
Hindustan Unilever continues to top the 
list of FMCG players and ranked 28'^ 
with net sales of Rs 14,070.85 cr. It is 
followed by Nirma, which has not been 
able to arrive at a better position com- 
pared to its stand in 2007. Nirma has 
gone down by occupying 168" position in 
the 2008 list, against 154'^ position in 
2007. However, Dabur India has posted a 
positive result by occupying 176" posi- 
tion this year, against 184" in 2007. 


Outlook 


With huge consumer base, rapidly grow- 
ing organized retail, and tremendous 
market potential, FMCG sector does 
have a lot of potential for growth, thanks 
to the robust growth in the economy. 
While higher rural penetration would in- 
creasingly encourage the FMCG indus- 
tries to rush into the rural segment, orga- 
nized retailing in urban sector would 
help augment value growth led by de- 
mand of premium products. Diverse 
agro-climatic conditions in India and its 
capacity for large scale production of rice, 
wheat, fruits, vegetables, milk, sugar- 
cane, spices and cashew have created a 
big raw material base for food processing 
industries. Indian companies have their 
presence across the value chain of FMCG 


15 15 15 





97 98 98 


sector, right from the supply of raw mate- 
rials to packaged goods in the food-pro- 
cessing sector. 

Most importantly, the recent policy 
decisions have a positive impact on all 
FMCG companies. Firstly, the debt re- 
lief scheme that waived off overdue agri- 
cultural loans will bring about an in- 
crease in disposable incomes in rural ar- 
eas. Secondly, the increase in exemption 
limits of personal income tax would en- 
courage consumption, since it will lead to 
more disposable income in the hands of | 
people. Thirdly, reducing the CENVAT 
(Central Value Added Tax) rate from 
16% to 14% will be favorable for domes- 
tic manufacturing activity and encourage 
consumption since goods will be cheaper. 

In the light ofthe above positive signs 
for the industry's future growth, industry 
chamber FICCI predicts that the indus- 
try is all set for 16% growth during 2008- 
09, from a base of Rs 85,470 cr. Simulta- 
neously, as per the expectations of 
CRISIL, it will touch around Rs 1,40,000 
cr by 2015. But the road to success may 
not be so rosy. The situation would be 
more challenging with the emergence of 
regional brands. Rising competitive en- 
vironment, input cost pressures and in- 
frastructure bottlenecks are the major 
causes of concern for the industry. = ` 


N Janardhan Rao and Siba Prasad Pothal 
Reference # 01M-2008-12-07-01 


| Chartered Financial Analyst | 





и ЛЕ T i ЙГ, -i - 
“АЛИ ey ЫЕ, эк OPEN 


NUMERIC 
Оа 600 Ay 





- Micro-controller based design 
Enhanced Automatic Voltage Regulator - (AVR) - 140V to 300V 
Full time EMI / RFI suppression 
Telephone / Modem line surge protection 
Cold start capability 
‘Overload / Short circuit protection 
- Advanced power monitoring software No-Load shutdown 


The ultimate in clean power 


India's No.1 UPS manufacturer brings you top of the line protections for your PC, the Numeric Digital 600 AX. 
The futuristic Numeric Digital 600 AX is manufactured by Numeric Power Systems Ltd, an ISO 9001-2000 
company, having 9 state-of-the-art manufacturing plants, and backed by a vast service network of over 
220 Numeric owned branches and 2200 trained, dedicated professionals across the country. 


Numeric is a forerunner in the UPS industry, and a true Indian MNC, with a growing presence across the globe, 
providing end-to-end power solutions and catering to all segments with a wide range of UPS systems. 
So much so, that Numeric has been proclaimed the ‘Indian Market Leader’ of the UPS industry. 


So when you choose Numeric, you can be sure that you have chosen the finest protection and a longer 
life span for your PC. And guaranteed peace of mind for yourself. 


| World-class quality with unbeatable features. 
Country-wide warranty through 220 Numeric's 


"WARRANTY Own offices. 





NUMERIC.. India's Most Awarded Power Electronics Company 
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IT-ITeS Industry 





Facing Tough Times? 





The Indian П-Пе$ sector, which exhibited sterling performance over the last 
4-5 years. is now facing tough times. But there is nothing fundamentally 
wrong with the sector, and the future holds promise. 





e purple patch of the Indian IT- 

ITeS sector has somewhat faded 

in recent months. Since last 

year, the industry is facing a lot of ad- 
versities. The global recessicn, eco- 
nomic downturn, subprime mortgage 
crisis and the domestic factors such as 
the rupee appreciation and inflation 
have adversely impacted the Indian IT 
sector. Further, in more recent times, 
fears have cropped up with the election 
of conservative Barack Obama of the 
Democratic Party as the US President, 
who is more hostile to outsourcing of 
jobs to India. In addition to that. im- 
pending elections at home and abiding 
limitations of the Indian economy, such 
as poor infrastructure and lack of 
skilled employees, are also creating 
chaos in the industry. As the industry 
moved into 2008, these unpleasant fac- 
tors strengthened further, and the IT 
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industry, during the whole year, has 
faced huge enigma in managing busi- 
ness, as there were huge employee and 
wage cuts, and many companies have 
started shifting their focus to other na- 
tions. 

According to industry pundits, given 
the current situation, IT industry will 
witness growth slowdown this year, but 
companies feel they will be in a position 
to take advantage of the next growth 
cycle. Speaking at the India Economic 
Summit, organized by the World Eco- 
nomic Forum (WEF) and the Confed- 
eration of Indian Industry (СП), Infosys 
Technologies Executive Co-Chairman 
Nandan Nilekani has commented that 
the growth achieved by the IT sector in 
the last 4-5 years will not be repeated 
this fiscal due to the current economic 
crisis across the globe. He has further 
added, "There's a global scenario which 


is unprecedented and it'll have an im- 
pact on everybody. But time and again, 
the industry has demonstrated that it's 
resilient enough to deal with the harsh 
challenges." 

According to the Analyst 500 rank- 
ing of 2008 based on Net Sales, TCS 
topped the league chart with a 25.33% 
increase in net sales vis-a vis the previ- 
ous year. Wipro and Infosys occupie 
the second and third places with 
27.98% and 20.78% increase in net 
sales respectively. 


US spillover effects 

It has certainly not been a great year for 
the Indian IT industry. A gamut of fac- 
tors has contributed to its lackluster 
show. It has been largely affected by the 
rupee gaining against the US dollar. 
Nearly three-fifth of the domestic IT 
revenues are generated from exports, 
and rupee’s rise has made Indian ex- 
ports expensive in the foreign market. 
Apart from the appreciating rupee, the 
sinking financial market in the US, 
which is the major market for Indian IT 
products, is adding to the woes of IT 
companies. In fact, the slowdown in US 
has not only affected the IT industry, 
but other sectors, such as real estate, 
manufacturing, banking and housing, 
have also been adversely affected. 

The current financial crisis in US 
has been variously compared to the 
1907 banking/credit crisis, the Great 
Depression of the 1930s, and the 
dotcom bust of 2001. It has been quite a 
dramatic fall of the global capitalism, 
with big and revered financial services 
companies writing down huge losses, 
and companies merging, acquiring, and 
even going bust. The latest saga includ- 
ing financial power houses such as 
Lehman Brothers, Merrill Lynch and 4 
AIG has unnerved the global financial 
architecture and created serious con- 
cerns among their business partners, 


| Chartered Financial Analvst | 


Facing Tough Times? 





INTERVIEW 


“The fundamentals of this sector are strong, and we expect to see an increase in 
demand in offshore solutions after this initial phase of uncertainty." 


What is your take on the performance of IT-ITeS sector in the recent 
past? 
Som Mittal: The developments of the last few weeks with 
respect to the US financial markets have 
been are very eventful, and we do see these 
having a direct impact on our industry and 
likely to create a downstream impact on 
other sectors of the US economy and world- 
à markets. 

ipul Taneja: As a leading sourcing advi- 
sory firm, we advise a number of clients 
worldwide on outsourcing constructs and 
keep a close watch on the related industry 
trends. Given the global financial crisis, 
many of our clients are now focusing more 
on cost reduction as a key driver for 





cross currency rates between GBP-USD and Euro-USD. 


What would be the impact of the current US financial crisis on Indian IT- 
ITeS sector over the short and long run? 


Som Mittal: 30-4096 of the work that hap- 
pens in the Indian IT-BPO industry is from 
the BFSI sector. Our preliminary analysis of 
the current landscape indicates that the in- 
dustry would see an impact of discretionary 
spend on IT due to the uncertainty and cus- 
tomer decisions being postponed. Though the 
industry has, over the years, diversified both 
in terms of verticals as well as geographies 
which provide some cushion, the uncertainty 
of whether the financial crisis would spread 
the same extent to other geographies and 


outsourcing, rather than capability and ca- Som Mittal what its impact would be on other sectors 
pacity enhancement. This is a favorable President, NASSCOM like retail, manufacturing, healthcare, etc. 
trend for the Indian IT and BPO players. New Delhi cannot be determined exactly. 


The IT-ITeS sector continues to grow, 

though the rate of growth has slowed down. The recent past 
has seen a negative impact due to unwillingness of compa- 
nies, particularly in the financial services sector, to invest in 
new initiatives, and we expect to see a continued reduction in 
IT budgets in the short-term. This has led to less than ex- 
pected growth of the IT-ITeS companies and cautious growth 
projections. However, the fundamentals of this sector are 
J strong, and we expect to see an increase in demand in offshore 
solutions after this initial phase of uncertainty. 


What was the impact of rupee appreciation on Indian IT companies? 
What were the strategies adopted by them to combat the situation? 
Som Mittal: Earlier this year, when NASSCOM announced its 
revenue projections, the growth rates had been moderated for 
this year to 21-24%, as compared to an average growth of 30% 
plus we have seen over the past few years. This was a direct 
factor of the subprime crisis which began last year; however, 
these recent developments were not factored to this extent. 


Vipul Taneja: Rupee appreciation was one of the biggest 
worries for the Indian IT companies till the beginning of this 
year. Most of them were hedging the currency risk, usually 
up to a significant proportion of their future revenue projec- 
tions. We were also seeing a move towards passing on a part 
_ of this risk to the client, especially in the new contracts. 

he Though some companies have had a positive impact from 
the depreciation of rupee over the past few months, the high 
volatility in the currency market has hurt. Companies continue 
to be impacted not only by the INR-USD fluctuations, but also 
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Vipul Taneja: As a result of the current cri- 
sis, new projects are getting delayed, and IT budgets are get- 
ting squeezed, especially in the US financial sector, which 
constitutes a significant proportion of the Indian IT-ITeS ex- 
port revenues. However, as I mentioned earlier, we see the 
demand of offshore solutions increasing after an initial pe- 
riod of uncertainty. 

What is heartening is a continuing focus of the Indian IT 
companies on newer segments. For example, the leading play- 
ers, in a bid to decrease their dependence on the US market, 
have invested in building their capabilities in Continental 
Europe over the last few years. These investments have 
started to show results. The European market is severely un- 
der-penetrated and will continue to see robust demand in the 
near-term. Similarly, the Indian IT companies now have a 
good spread of revenues across verticals like healthcare, 
telecom, utilities, transport and manufacturing, and solu- 
tions like enterprise applications which will be relatively less 
affected. 

As a result of this crisis, the Indian market is also seeing 
a drop in employee attrition rates and stabilization in em- 
ployee salaries. These have come as a breather in the short- 
term for the industry. 

In the long run, the Indian companies are expected to come 
out stronger from this crisis. The industry has a sound busi- 
ness model and we believe it will be able to weather the 
storm. In fact, this can be a good period for these companies to 
digest the tremendous growth that they have seen over the 
past few years. 


The Analyst 500 


What are the strategies to be adopted by the indian IT sector to remain 
as one of the fastest growing sectors in india? 

Som Mittak We also believe that the intervention by the Fed- 
eral Governments would be aimed at limiting the larger eco- 
nomic impact. We are watching the situation, as things are 
unraveling fast and should have a clearer picture over the next 
6-8 weeks. As in the past, NASSCOM will do an in-depth re- 
view of all segments in December and quantify any impact of 
tne present developments. 

Vipul Taneja: The Indian IT sector has to 
continue to move up the value chain. Clients 
are becoming more demanding and are ask- 
ing for more than just cost savings from le- 
veraging labor arbitrage. 

The leading Indian companies are now 
increasingly competing in and winning 
large, multi-year deals. They need to con- 
tinue building a strong value proposition to 
win more such deals. Investments need to be 
made to enable these companies engage 
more strategically with the client’s busi- 
ness. They need to continue to build a stron- 
ger and broader portfolio of services. Strong 
onsite presence, especially the ability to ab- 
sorb employees to be transitioned in such 
large deals, is an important factor. 


Will India continue to retain its competitive advantage over other Asian 
countries? What are the growth prospects of the sector? 

Som Mittal: India's value proposition continues to be strong. 
Given the widespread impact on corporations, they would be 
looking at business transformation and new business mod- 
els, all of which would mean inereased opportunity for the 
Indian IT-BPO sector. We will also see revamping of existing 
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financial systems in the BFSI segment needing fresh IT in; 
puts. With this, we estimate that the impacts on the Indiaf 
IT industry could be for at best 3-4 quarters; Indian compa- 
nies will look to partner with their customers as the global 
financial sector realigns itself. 

Vipul Taneja: India definitely has and will continue to have in 
the short to mid-term a strong competitive advantage over 
other Asian countries. India's large talent pool is its biggest 
asset. India provides the capability to scale 
up like no other Asian country does today. 

The biggest threat to India is from 
China. China is the only country with the 
potential ability to provide scale the way 
India does. Limited English language capa- 
bility of the Chinese employees is the pri- 
mary reason for China not having become a 
significant base so far. But this is changing, 
Even most of the large Indian companies 
have a delivery presence in China today and 
have strong expansion plans. 

There are other Asian countries that will 
continue to remain a smaller hub for IT-ITeS 
work. The Philippines is already an impor- 
tant location for call center work, Vietnam is 
an emerging destination for ITO, and Malay- 
sia and Thailand for BPO. 


Any other comments? 

Vipul Taneja: The sector is expected to see an increase in 
M&A activity. The cash rich larger players will look to acquire 
to fuel growth as well as fill gaps in their solution footprint. 
The current valuations are very attractive. The parent organi- 
zations of Indian captives are also increasingly expected tc 
evaluate a sell-off. 


especially the Indian IT companies who 
were attached to these financial ser- 
vices companies. Nearly, 3046 of the rev- 
enues of the industry are accrued from 
fmancial services. And the top Буе In- 
dian players account for 46% of the IT 
industry's revenues. Besides these, 
even from a qualitative angle, the ten- 
tacles of the financial sector business 
are quite well-entrenched and have sig- 
nificant structural impact as well. 


Effects on outsourcing 

Outsourcing has fundamentally trans- 
formed the global economy by signifi- 
cantly accelerating the pace of integra- 
tion of the national economies with the 
rest of the world. For more than a de- 
cade, India has been a hotbed of off- 
shoring phenomenon. Thomas Alva 
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Edison founded GE was the first com- 
pany to start outsourcing and gradually 
US financial services and insurance 
sector (BFSI or Banking, Financial Ser- 
vices and Insurance) joined the band- 
wagon in a big way. The US BFSI play- 
ers, one of the early adopters of the 
outsourcing model, had created large 
outsourcing chunks to low-cost destina- 
tions such as India. It made Indian IT 
players learn from the experience of the 
parent company. Outsourcing deals 
were negotiated aggressively on pricing, 
pushed for service level commitments, 
and rewarded with more work to all who 
excelled in taking on challenges. The 
importance of the BFSI segment as a 
proportion of revenue generation of the 
Indian IT firms has grown over the 
years. Between 1999 and 2008, the 


share of US BFSI revenue as a propor- 
tion of total revenues for the top three 
Indian players thus shot up from 25% to 
3896. The US BFSI players started 
viewing Indian companies as flexible 
and smart players who delivered good 
quality services and worked as a key le- 
ver in managing their SG&A (Selling, 
General & Administrative Expenses). 
And, this has helped freeing up more 
critical IT resources. The Indian IT play- 
ers essentially served the role of part- 
ners by taking away some of the fixed 
costs out of their SG&A. Though it is 
said that partnering in the operating 
business areas still has not flourished 
much, it is a tad far even today. But the 
irony is that this crisis would have been 
more severe, if Indian firms had 
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rvices entities, linking up their balance 
sheets more confidentially with the cli- 
ents fate. 

And suddenly, the fall in the gigan- 
tic US economy has rendered a severe 
jolt to the outsourcing industry all over 
the world including India. However, 
many feel that the crisis could very well 
turn into a blessing in disguise for India 
in the long run. It is said that when com- 
panies ultimately fall into a crisis they 
would start thinking more seriously as 
to how to get their work done in a much 
more cost-efficient manner without 
compromising on quality. India still 
rAvossesses all the qualities of becoming 
the best offshore destination for IT ser- 
vices/BPO work. 

In reality, the Indian IT sector could 
eventually emerge as a winner. In the 
last few years, other low-cost countries 
such as China, the Philippines, Brazil 
and so on have been threatening India’s 
foremost place as the most favored off- 
shore destination. However, a recent 30- 
country analysis done by Gartner, infor- 
mation technology research and advisory 
firm, adjudged India to be an unques- 
tionable leader, with China coming up as 
the foremost challenger. 


(= more closely with the financial 
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Ray of hope 
However, in more recent times, some 
offsetting factors have started to soften 
the revenue slowdown of the IT-ITeS 
sector. Favorable rupee-dollar ex- 
change rate, growth de-risking through 
Europe, spreading business to non-fi- 
nancial verticals, and growth through 
countercyclical new business have 
worked in favor of the Indian IT-ITeS 
sector. Even some are hoping for rev- 
enue growth from new avenues, albeit 
emerging from the current crisis. 
Besides that, Merger and Acquisi- 
tion (M&A) activities, which the Indian 
IT/ITeS sector is likely to witness more 
in the coming days, are going to provide 
new outsourcing opportunities, as 
newly-merged entities may have to 
search for new providers to support the 
integration work and a broader global 
presence. In addition to the M&A activ- 
ity, financial institutions will be eager 
to cut down their SG&A expenditure as 
fast as possible, which will opt for 
outsourced solutions. Moreover, the IT 
industry in the coming years is set to 
see a steep growth in SaaS (Software as 
a Service), SOA (Service-oriented Ar- 
chitecture), and Virtualization, along 
with other networking projects. Even 
amidst global subprime crisis and ru- 
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pee appreciation, the domestic market 
has grown significantly. The domestic 
markets have shown an increase of 9- 
11% during the year, surpassing all its 
previous records, as most of the global 
and domestic IT companies have carved 
special strategies exclusively to suit the 
Indian domestic markets. India has al- 
most 28% of the English-speaking labo: 
force, next to the US, while China has 
only 11% and occupies third place айе! 
India. According to an analysis bj 
Gartner, “India remains the undisputec 
leader in offshore services and tops the 
list of 30 countries on criteria such a: 
language, government support, labo 
pool, infrastructure, educational sys 
tem, cost, political and economic envi 
ronment, cultural compatibility, globa 
and legal maturity, and data and intel 
lectual property, security and privacy. 
Moreover, India's value proposition i 
gaining in strength. New transforma 
tional business models are likely t: 
come out of the crisis, which woul 
mean increased opportunity for the In 
dian IT-BPO sector. m 
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With expensive patented medicine falling out of favor and governments 
leaning towards cheaper medicines in which Indian companies have a price 
and quality edge over their global peers, the Indian pharmaceutical players 
have enough reasons to cheer. 


! 


pharmaceutical markets in the 

world, growing at a CAGR of al- 
most 10% consecutively over the last 
five years. From being a purely reverse 
engineering industry, it has trans- 
formed into a research-driven, export- 
oriented global industry, offering a wide 
range of value-added products and ser- 
vices. The post patent era has placed it 
on a new growth trajectory. Strengthen- 
ing of patent laws is encouraging MNCs 
to significantly increase the scale of in- 
vestments and explore the Indian mar- 
ket. Today, no global pharma major can 
ignore India either as a competitive 


[== is one of the fastest growing 


» Sourcing base or as a destination to ben- 


efit from the rapidly growing domestic 
drug market. It is quite remarkable to 
note that today several Indian pharma 
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companies are approved by US Food 
and Drug Administration (FDA) and 
are listed on NASDAQ and NYSE. In 
fact, since the beginning of this decade, 
it has been the 10” largest receiver of 
FDI in the country. 

Improving rate of health insurance 
penetration, boost from medical tour- 
ism segment, and favorable regulatory 
mechanism and support from govern- 
ment have all contributed to the do- 
mestic formulation market growth. 
Due to the spurt in global generics mar- 
ket and superior margins, the export 
market is witnessing a faster growth 
than the domestic market. Today, the 
industry ranks 4" in terms of volume, 
with approximately 8% share in global 
sales. In terms of value, it ranks 13% 
and produces 24% of the world’s generic 


drugs. With a share of about 6.5%, In- 
dian pharma industry is also one of the 
top five Active Pharmaceutical Ingredi- 
ents (API) producers. The industry ranks 
17 with respect to exports value of bulk 
actives and dosage. The pharmaceutical 
exports in 2007-08 stood at $6.68 bn, up 
against $5.73 bn in 2006-07, registering 
a growth rate of 16%. 


Untapped potential 

Several factors, such as self-reliance in 
the production of 70% of bulk drugs and 
almost the entire formulations within 
the country, low cost of production, R&D 
and skilled manpower, have made the 
industry a force to reckon with. India, 
with a population of over a billion and a 
huge patient base, is still an untapped 
market. The per capita consumption of 
medicines in India at $93 is amongst 
the lowest in the world, compared to 
Brazil’s $453, Japan's $412, Germany's 
$222, and America's $191. Further- 
more, patent expiries and aging popula- 
tion in the US, Europe and Japan have 
created a huge opportunity for Indiar 
generic players. As a result, already, 1€ 
out of the 20 biggest pharma companie: 
in the world are present in India. Ac 
cording to a McKinsey study, over the 
next decade, India's pharma market 
which is currently valued at $7.3 bn, i: 
projected to grow to $25 bn by 2010 anc 
emerge as one of the leading pharm: 
markets of the world. 


A mixed performance 

The financial year 2007-08 was a mixer 
year for pharma companies, as MN( 
companies fared poorly compared to th: 
domestic companies. While the domes 
tic companies clocked double-digi 
growth between 10% and 20%, ММ 
companies were able to register growt] 
in the range of 2% to 5% only. The expor 
growth of the sector declined durin 
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"There are excellent opportunities in the Indian as well as several international 
markets for well prepared Indian companies with strong product development as 
well as manufacturing skills and internationally approved quality standards." 


How do you view Indian pharmaceutica! industry in the post-TRIPS era? 
Ram: Indian drug companies, prior to the product patent re- 


gime, were free to reverse engineer mol- 
ecules from MNCs and sell within India 
and other markets where product patents 
were not recognized. The advent of the prod- 
uct patent regime forced companies to re- 
vise their outlook and move away from their 
origins as reverse engineers of patent medi- 
cines to adopting more innovative ap- 
proaches. The focus of Indian companies 
has now shifted to R&D with new drug dis- 
covery programs, aimed at building their 
own internationally patented IPR. Select 
Indian drug companies with requisite infra- 
structure and resources are today compet- 
ing not only in India but also outside India, 
trying to be MNCs in their own right. 
Uday Baldota: There are excellent cppor- 
tunities in the Indian as well as several in- 
ternational markets for well prepared Indian companies with 
strong product development as well as manufacturing skills 
and internationally approved quality standards. The domes- 
tic market is estimated to be growing at an annual rate of 10- 
12%, largely driven by increasing volumes. Branded generic 
markets outside of India offer approximately $70 bn opportu- 
nity, where Indian companies with vertical integration and 
breadth of product basket are very well-equipped to compete. 
Hitesh Gajaria: Introduction of product patents in India has 
opened up many opportunities for Indian pharmaceutical 
companies to strengthen their position in the global pharma- 
ceuticals market. The amendments to India's Patents Act 
have facilitated the growth of newer business segments such 
as New Drug Discovery and Development and Contract Re- 
search and Manufacturing services. Many Indian companies 
have now rapidly scaled up their investments in New Chemi- 
cal Entities (NCE) Research and are now morphing from be- 
ing process innovators into product innovators. This they rec- 
ognize as one of their main strategies for long-term survival 
and sustainability. 

The most important benefit brought in by the product 
patent regime is the increased confidence of multinational 
pharma companies in the Indian market. This has resulted in 
India now beginning to gradually unlock its potential to 
emerge as a global pharmaceuticals hub. Multinationals are 
now exploring India on multiple fronts: 

* Leveraging on its low-cost advantage by outsourcing/off-shor- 
ing research and manufacturing functions to India, thereby 
creating a strong back-end in an efficient manner. 
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e Exploring the lucrative domestic opportunity for drug con- 
sumption backed by a series of positive socio-economic drivers. 
Generics, however, continues to hold a 

prime position for many Indian pharmaceuti- 

cal companies as they continue to strengthen 
their presence in global markets, including the 
non-US markets such as Japan, EU, Latin 

America, South Africa and Russia, through a: 

series of acquisitions and distribution allid 

ances pursued in the recent years. 


"Indian drug firms could no longer simply copy 
medicines with foreign patents by using alternative 
manufacturing processes and offer them on the do- 
mestic market." Please elucidate. 

Uday Baldota: India signed GATT in 1995 
and adopted patent laws that are similar to 
international patent laws in 2005. This 
patent regime, while bringing in several other 
changes, permitted grant of product patents. 
Hence, products that are patented in India cannot be simply 
copied during the life of the patent. However, products based on 
pre-1995 patents are available for Indian companies to manu- 
facture using alternative processes. 

Hitesh Gajaria: Until the introduction of product patents in 
Indian legislation in January 2005, India recognized and gave 
protection to only processes. This meant that Indian рага) 
companies could reverse engineer an innovative blockbuster 
product and come up with their own (different) process to manu- 
facture it. The cost incurred was therefore much lower, and In- 
dian companies could sell such drugs in India and other mar- 
kets that did not recognize product patents. However with India 
now recognizing product patents, domestic companies can no 
longer thrive on this reverse engineering strategy to launch 
their own copies of innovator products. Companies must now 
respeet the Intellectual Property Rights of innovator compa- 
nies. This has been a propelling factor for Indian companies to 
invest heavily in NCE research and build their portfolios of 
promising new therapeutic molecules so that they can launch 
their own innovator products in the coming years. This new IP 
regime has instilled confidence among MNCs to launch their 
patented products in the domestic market. A number of on- 
patent drugs have already been launched by companies such as 
GSK, Pfizer and Roche since January 2005. 


Between 2005 and 2008, five global majors—Novartis, AstraZeneca, Glaxo. 
Pfizer and Sanofi-Aventis—have all set up research centers in China, but no 
major investment has come to India. What is the state of the Intellectual 
Property Rights regime and the regulatory environment in the industry? 
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> : I would think that the focus on China by such MNCs 
үсе more related to the quality of infrastructure that 
hina offered and the industrial/scientific parks that the 
Chinese government made available. Large-scale develop- 
ment of pre-clinical biology has also been a factor. However, 
over the years, India has bridged the awareness gap with ref- 
erence to its own potential, which is led by the undisputed 
supremacy of the population in chemistry, English speaking, 
and scientific and technical subjects, higher standards of 
quality and regulatory compliance relative to China. 

A number of regulatory initiatives have also been put in 
place in the recent years to strengthen India as a global hub 
for research initiatives and for multinationals to take a closer 
look at India. Patent Acts have been put in place. The regula- 
tory authorities in India have recognized its potential to cap- 
ture a larger share of the global clinical trials outsourcing 

market. Rules and regulations relating to clinical trials 
rAschedule Y) have been upgraded. Application review period 
for conducting trials is much shorter in India, particularly 

when compared to China, while customs duty on clinical 

trial supplies has been abolished. These are signs of a country 
with a maturing pharmaceutical industry and with steps be- 
ing taken in the right direction. 
Uday Baldota: We would not be able to comment on the rea- 
sons why MNCs have not invested in research centers in In- 
dia. The IPR regime and the regulatory environment in our 
country are comparable to that available internationally, 
though there isn’t enough jurisprudence as yet. It is interest- 
ing to observe that some of these large companies and several 
others have tied up with Indian companies: either they have 
in-licensed early phase products from Indian companies or 
have given products to Indian companies to complete a few 
phases of the development. 


| 2007-08 due to intense competition in 
] the US and Europe. The European mar- 


Daiichi Sankyo of Japan, tumbled 17 
places to find itself at 94" position in The 
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Hitesh Gajaria: Foreign pharma majors such as Pfizer, 
GlaxoSmithKline, AstraZeneca and Sanofi-Aventis have 
made significant investments in setting up R&D centers in 
India and China. However, in the recent months, a majority 
share of the total investments has been channeled into China. 
The trend seems to be that while multinationals are establish- 
ing their own R&D centers in China, they are also increasingly 
partnering with Indian pharmaceutical companies for taking 
their NCEs through the discovery value chain. This shows that 
the Big Pharma certainly has tremendous confidence in the 
Indian resource pool but is more comfortable with investing in 
building its R&D infrastructural setup in China. Perhaps, in 
their assessment, if they can partner with long-term research 
outsourcing contracts with Indian pharma companies, they 
need not set up huge facilities of their own. 

India certainly needs to strengthen its Intellectual Prop- 
erty Regime and clarify ambiguities in the patent laws per- 
taining to issues such as data protection, pre-grant and post- 
grant opposition, and patenting of drug derivatives. India also 
needs to develop an investor-friendly environment. There is no 
denying that this process has already begun. However, from the 
global pharma perspective, some of the regulatory features 
still remain an area of concern, and India must bring its IPR 
regime in greater sync with international IPR standards. India 
should also scale up investment in its regulatory and physical 
infrastructure so as to leverage on its value proposition and 
grab a bigger chunk of the global market opportunity. 


Do you think that Indian pharma industry is able to cope with the US 
FDA's stringent norms? 

Ram: Most top rung Indian companies do seem to be able to 
cope with the US FDA’s stringent norms. India has the high- 


The two significant trends surfaced 
over the last year were the hiving off the 


ket presented a new set of challenges to 
Indian pharma companies. While the 
UK was bogged down by severe pricing 
pressure, Germany and France initi- 
ated various healthcare reforms, which 
affected the revenues of companies such 
as Reddy’s Labs, Ranbaxy and 
Wockhardt. The export growth is set to 
fall further in the current year, as reces- 
sion is looming large over the highly lu- 
crative western markets. 

Cipla, the largest pharma company 
in terms of retail sales, which stood at 
95" position in the 2007 The Analyst 500 
list, climbed seven places to 88 to emerge 
as the top company with net sales of Rs 

»4.284.14 cr. It posted a net profit after 
tax of Rs 179.45 сг during the same pe- 
riod, compared to Rs 125.73 in the previ- 
ous year. Ranbaxy, now under the fold of 
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Analyst 500 list. Ranbaxy suffered on the 
export front during 2007-08, as its ex- 
ports declined by 2.8% to Rs 2,517 er 
from the previous year. However, its total 
global sales recorded a robust growth of 
21%, with over a quarter of revenues 
coming from North America and 
Canada. It has consolidated its position 
in the European region and launched 
eight new products in the UK. Reddy’s 
Labs, which was number one among 
pharma firms in 2007, slipped from 74 
to 105 with net sales of Rs 3,676.24 cr. It 
also failed to replicate its staggering 
138% growth of 2006-07 mainly due to 
non-exclusivity of 180-days in US. Due to 
this, its sales in North America declined 
by one-third to Rs 800 cr, while, at the 
same time, its European revenue im- 
proved marginally by 1.2%. 


R&D units into separate entities due to 
intense pricing pressure and settlement 
of patent suits. Domestic companies 
such as Sun Pharma and Piramal 
Healthcare have hived off their R&D di- 
visions into separate listed companies. 
Wockhardt has also decided to follow 
suit. The hiving off strategy is likely to 
accentuate the focus on R&D and build 
scalable business models that facilitate 
the drug discovery process and funding 
requirements. R&D investments by In- 
dian pharma companies are just 4% of 
their turnover compared to the 12-15% 
by MNCs. When it comes to patent 
settlement, Ranbaxy is leading all the 
way by reaching agreements for a num- 
ber of blockbuster drugs, such as Imitrex, 
Valtrex, Flomax, Nexium and Lipitor. 


The Analyst 500 


est number of US FDA approved plants, next only to the US. 
Having said that, it is rather iromical India also has many a 
thousand small and medium scale drug units languishing, 
unable to meet the stringent norms due to the financial 
crunch. Drug price centrol policies may have to recognize the 
need for investments required for the firms to meet at least 
the domestic Schedule M standards. 

Uday Baldota: Absolutely. India hasthe largest number of US 
FDA approved sizes outside of the US. 

Hitesh Gajaria: TheIndian pharmaceutical manufacturing in- 
dustry has mastered the art of chemical synthesis and process 
improvements, thanks to the lack of protec- 
tion to patented products until 2004. The pro- 
cess patent regime enabled Indian pharma to 
build excellent manufacturing expertise and 
grow a large and cost-efficient talent pool with 
exceptional chemistry skills. It is important to 
note that India currently has about 75 US 
FDA approved plants. This is the highest 
number of US FDA approved plants outside 
the US. In terms of Drug Master File (DMF) 
filings too, India has a significant market 
share. India certainly offers high standards of 
manufacturing that match the international 
standards. All the above clearly demonstrate 
zhat most Indian pharma companies of a sub- 
stantial size have been able to meet the good 
manufacturing standards set by most regula- 
zory authorities, including the US FDA. 


india is now moving towards playing a leading role in the global gener- 
ics story. Is the generics business model an opportunity or hazard for 
domestic players? Where are they placed compared to MNCs? 
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Ram: Domestic players in India only stand to benefit in the 
years to come, as the global generics market will continue 
witness growth. US is still one of the largest markets, Euró- 
pean markets are seeing an increase in generics usage, Ger- 
many is the largest and most mature generics market in the 
EU, while the UK has the highest penetration. Japan today is 
a fresh generics opportunity, and emerging markets in Rus- 
sia, CIS and Brazil are gaining prominence. India has gained 
a prominent position as a global supplier of Active Product 
Ingredients (APIs) and Finished Dosages Forms (FDFs) due 
to its low-cost advantage coupled with its emphasis on excel- 
lent quality standards. Cost savings, talent 
pool, good healthcare infrastructure and 
medical setup as well as improving regula- 
tory framework make India an attractive 
value proposition. 

In addition to generics, today, Indian 
companies enjoy an enhanced focus as a po- 
tential base for discovering, developing and 
clinically validating new drug candidates. 
This represents an attractive opportunity for 
select science and technology-driven phar- 
maceutical companies. Indian companies 
are also looking at gaining greater access to 
international markets by acquisitions. Ac- 
quisitions are being viewed as an effective 
way to strengthen the opportunities in India 
and abroad by capturing new markets, ex- 
panding capabilities and assets, and thereby reducing the 
pressures of domestic competitions. Indian companies are 
thus becoming global players. 

Along with integrated end-to-end capabilities, judicious 
product selection, innovative marketing strategies, ability to 


CRAMS — A huge opportunity 

The global pharma industry is continu- 
ously evolving to accommodate the 
changing business dynamics. Global 
players are under pressure to reorganize 
their R&D and manufacturing орега- 
tions and build up more cost-effective 
and less time-consuming business mod- 
els. They can save manufacturing costs 
by outsourcing tc destinations that offer 
R&D services at lower costs with more 
efficient timelines. Against this, India 
has emerged as a key Contract Research 
and Manufacturing (CRAMS) destina- 
tion for the global pharma industry. Over 
the past five years, the CRAMS industry 
has been contributing a handsome 8% to 
the total Indian pharma business. Frost 
& Sullivan, a leading consultimg firm, 
predicts the global clinical trial 
outsourcing to India to be worth $2 bn by 


2010. In terms of Drug Master Files 
(DMFs) as well, India’s market share 
has grown phenomenally to almost 50% 
in 2008 from a miniscule 14% in 2000. It 
is a testimony to India’s pharma compa- 
nies’ regulatory and technical know-how 
in manufacturing and establishes India 
as a pharma manufacturing hub. The In- 
dian CRAMS market, which is currently 
valued at almost $1 bn, is estimated to 
grow at 41.7% to touch $2.46 bn by 2010. 

The Indian players in the CRAMS 
segment have evolved from being the 
‘Vendors of Choice’ to emerge as the 
‘Partners of Choice’. To cash in on this 
new trend, many Indian pharma com- 
panies are expanding service portfolios 
to get latest technologies, international 
regulatory approvals and a ready client 
network. At present, more than 15 ma- 
jor Contract Research Organizations 


(CROs), such as Dishman, Novartis, 
Johnson & Johnson, Pliva, Astra 
Zeneca, Bristol-Myers Squibb and 
GlaxoSmithKline, are operating in 
India. Currently, India has approxi- 
mately 100 US FDA approved plants, 
the highest number outside the US. JR 
Vyas, Chairman, Dishman Pharma, a 
leading pharma company in CRAMS 
segment, says, “Right now CRAMS 
market is just taking off in India. 
MNCs are identifying their partners, 
because supply chain is ultimately the 
most important criteria. The productiv- 
ity that an Indian plant can offer is far 
larger than what they achieve from 
their own plants." 


Generics — Opening new vistas 
The global generics market, driven by a 
series of factors, such as encouraging 
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Ап increased focus on R&D would prove to be critical factors 
r the Indian pharmaceutical industry to maintain a strong 
position in the medium to long-term. 
Uday Baldota: We see the $70 bn generic market as an excit- 
ing opportunity for Indian companies because it enables the 
companies to leverage their tested skills of product develop- 
ment, high quality manufacturing, including vertical integra- 
tion right up to the API, and product rollout across markets, 
on a far larger platform. At the end of the day, India is only 
1.596 of the world market. 
Hitesh Gajaria: On account ofthe rise in demand for low-cost 
affordable drugs all over the world, the global generics mar- 
ket is growing at a healthy rate and is expected to grow at a 
faster rate in the future. Various healthcare reforms and ef- 
forts have been undertaken both by governments as well as 
\ealthcare industry insurers across the globe to reduce rising 
ealthcare expenditure. This, along with significant patent ex- 
piries (drugs worth $47 bn are expected to go off patent in the 
next three years in the US alone) and aging populations in the 
western world and Japan, has resulted in an increase in the 
demand for generic medicines. This provides a lot of opportuni- 
ties to the Indian pharma players that have already proven 
capabilities in this segment. Indian pharma players are ex- 
panding their reach globally and continuously working towards 
strengthening their positions across multiple business mar- 
kets. The total formulations exports from India have increased 
from $1.05 bn in 2001-02 to $3.15 bn in 2006-07, registering a 
CAGR growth of 24.5%. 

Indian players—with strong reverse engineering capabili- 
ties, the highest number of US FDA approved plants outside 
the US, skilled manpower and low-costs of manufacturing and 
labor—are competing successfully with many generic MNC 


pos exploit opportunities in new-found niches as well as 





/ government support and an aging popu- 


competition and pricing pressures, re- 


pharma companies. It is important to note that several Indian 
companies are also establishing their presence in niche thera- 
peutic segments, such as oncology, dermatology, ophthalmology, 
peptides, etc., thus moving beyond offering plain vanilla generic 
products. These segments offer good opportunities, as entry bar- 
riers are high and pricing erosion is low, making them high 
growth-high margin segments. In terms of total final Abbrevi- 
ated New Drug Approvals (ANDAs) as well, India's share has 
gone up from 14% in 2005 to 24%. 

To conclude, global generics will continue to offer lucrative 
opportunities and Indian pharma companies that have very 
good experience in this space will surely be able to successfully 
exploit these. 


What kind of a business model is evolving for Indian pharma companies? 
How is the R&D model shaping up? 

Ram: Indian pharmaceutical companies have traditionally 
evolved in terms of segmented strategies, depending on indi- 
vidual corporate needs and aspirations. These are Active Phar- 
maceutical Ingredients (APIs), branded generics, Contract Re- 
search and Manufacturing Services (CRAMS), especially related 
to new drug products, Novel Drug Delivery Systems (NDDS), and 
New Chemical Entities (NCEs). The levels of intellectual com- 
plexity, investment challenge, cost-benefit relationship and risk- 
reward balance vary significantly across the clusters. An ability 
to be present in all the clusters is an ideal attribute for catering to 
the full spectrum of pharmaceutical needs. 

While the generics strategy is a key component of Orchid's 
growth, the company attaches great importance to its quest for 
Novel Drug Delivery Systems (NDDS). Typically, NDDS prod- 
ucts can reposition well-established and well-proven medicines 
as more efficacious, better tolerated products or as drugs ex- 
tendable to other indications. This could be brought about by 


Indian generic manufacturers are in a 


lation, is projected to grow at an attrac- 
tive rate. The US, in spite of the intense 
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mains the largest generic market in the 
world, with 63% in terms of volume and 
20% by value. In the US and Europe, the 
percentage of aging population in the 
total population is expected to rise from 
20% to 25% by 2025, occupying a major 
share in the healthcare budgets. As a 
result, the governments in these regions 
are under pressure to bring down the 
healthcare expenditure, which can only 
be accomplished by turning to relatively 
cheaper generics. Indian pharma com- 
panies are one of the most economical 
manufacturers of drugs in the world. 
They can manufacture drugs at almost 
50% of the cost to the rest of the mar- 
kets; in some cases, this cost will be as 
low as 90%. According to a report by 
IMS Health, a global pharmaceutical 
market Intelligence Company, the 


sweet spot to offer generic versions of 
drugs, including 30 of the best-selling 
US patent-protected drugs. Already, 
Indian drug companies account for over 
25% of the total generic drug applica- 
tions made to the FDA of the US. Dur- 
ing 2007-08, India exported over $6 bn 
worth generic drugs. 

With the global generics market be- 
yond the US, Europe and Japan esti- 
mated to touch $52 bn by 2009, 
Indian pharma companies are vying for 
a pie in the global branded generic drug 
space. Companies like Ranbaxy, Cipla, 
Reddy’s, Glenmark, Lupin, Aurobindo 
and Jubilant Organosys are aggres- 
sively operating in generics business. 
So far, Indian pharma companies have 
done well to reach and gain consider- 
able market share in regulated generic 
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innovative changes in formulation or dosage forms or in terms of 
novel combinations. Orchid is working on a few projects in this 
area which will help extend the frontiers of applications for cer- 
tain medicines. In terms of infrastructure, research skills and 
NCE pipeline, Orchid ranks among the top-rung pharmaceutical 


research entities in India. 


Uday Baldota: Different companies are looking at different al- 


ternatives—branded generics outside India, 
US generics, CRAMS, etc., depending en their 
skill sets and ambitions. It's too early to really 
talk about the shape of the R&D model, 
though early signs areencouraging, with quite 
а few molecules in elinics. This is a good 
sccrecard for a country that has just begun 
with new molecule R&D, less than a decade 
ago. 

Hitesh Gajaria: From keeping their partici- 
pazion limited to pure generics business for 
many years, the Indian pharma companies 
are now also growing and building their exper- 
tise in various other segments, such as Con- 
tract Research and Manufacturing Services 
(CRAMS), Discovery Research, Clinical Re- 
search and Allied Services, and Biopharma. 


The R&D model appears to be doing well. Some the leadin 
companies in India have over 50 molecules in different stag 
of development. This shows that Indian companies have 
started realizing that innovation is vital for long-term sustain: 
able growth and hence more and more players are channelling 


their investments and resources towards NCE research anc 





Hitesh Gajaria 
Executive Director 
Pharmaceuticals Sector 
KPMG India 


development. Hand-in-hand, the confidence of MNC pharm: 


companies in the potential of Indian compa 
nies has also increased, and there have beer 
an increasing number of collaborative agree 
ments between the two in this space. Some o: 
the leading Indian companies such as Sun 
Dr. Reddy's, and Piramal Healthcare have al. 
ready demerged their research activities int 
separate legal entities or are in the process o: 
doing so. This spin-off strategy improves th« 
focus on the NCE business and also expand: 
the scope for out-licensing, in-licensing anc 
joint development agreements with other ex 
perienced players. It facilitates smooth scale 
up of discovery efforts and provides increasec 
flexibility in finding the right type of financ 
ing. 


Many Indian companies have a presence across multiple seg- 
ments reflecting a hybrid business model. India, with its low- 
cost high quality value proposition, coupled with technological 
advancements and a large and diverse patient pool, is emerging 
as an important player in these segments. 


markets through M&A and also par- 
ticipated in Para-IV filings. Some of 
the other important markets for gener- 
ics in the European region include Ger- 
many, the second largest generics mar- 
ket, UK, France, Spain and Italy. 


Withstanding competition 

Even though the Indian pharma firms have 
already been granted tentative approvals 
by the US FDA for some of the blockbuster 
molecules, the US FDA’s plan to give au- 
thorized generic rights to other firms may 
weigh down the Indian companies chances. 
Varun Chhonker, a patent expert, feels, 
“Though there are a number of drugs going 
off-patent in 2008 including a few block- 
busters, it will be interesting to watch how 
Indian companies cash in on this gemeric 
opportunity, as intense generic competi- 
tion in the US is going to hit their profit 
margins.” Indian pharma companies are 
increasingly tapping emerging markets 
such as Russia, Eastern Europe, South Af- 


What are the current or future therapies that will drive the market fo 
India’s pharma industry? 

Ram: Lifestyle segment is clearly the focus. Diabetes, oncol 
ogy, auto-immune, including inflammatory disease, cardio 


vascular disease, CNS and other genetic disorders, are proving 


rica and Latin American countries, as 
these regions have prospective branded ge- 
nerics markets and stringent entry barri- 
ers, leading to less competition and higher 
profitability. 

The Indian pharma companies are 
also looking at niche segments, such as 
dermatology, ophthalmology and oncol- 
ogy, to tide over the difficult times. Most 
of the niche markets have recorded ex- 
ceptional growth potential, as lack of a 
dedicated infrastructure acts as an entry 
barrier. Hence, competition in these 
product segments is low. It results in 
lower price discounts leading to higher 
profit growth. The strong commitment of 
Indian firms towards developing their 
niche pipelines is reflected in the strate- 
gic alliances and acquisitions aggres- 
sively pursued by them in this space. BN 
Singh, MD, Alkem Labs, thinks that "it 
makes sense for the Indian companies to 
concentrate on niche segments where the 
supply is not much in line with demand 


in almost all the markets. For example. 
companies like Glenmark, Zydus, Lupin, 
Reddy's, Ranbaxy and Sun Pharma are 
doing very well in manufacturing anc 
marketing ontological products." 


Spreading wings 

Around half of the Indian drug maker: 
are opting for the M&A route to expanc 
abroad. The acquisition approach has s 
far played a crucial role in reinforcing 
India's competitive position in the globa 
generics market. It has been driven by 
different factors like attaining scale, geo- 
graphic diversification by venturing intc 
new markets, expanding product portfo- 
lios, building new therapeutic specializa- 
tions, and strengthening supply chair 
capabilities. According to a study by 
Grant Thornton on the M&A market 
there have been a total of 21 deals in th« 
Indian pharma sector between Januar) 
and August 2008, ranking second only t 
the IT and ITeS sector, which has 4 
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be critical therapeutic segments. Anti-infectives will also be 
high priority area given the emergence of antibiotic resis- 
ce and discovery of new sources of infections. Orchid's port- 
folio is balanced across all these therapeutic segments with 
molecular developments across key chosen areas. 
Uday Baldota: Better access to healthcare and penetration 
would imply all therapy areas would continue to grow well. 
Hitesh Gajaria: Currently, the existing therapy mix is in- 
clined towards acute or infectious diseases. However, in the 
medium-term, the domestic pharmaceutical market will also 
get another growth engine in the form of chronic or lifestyle 
diseases. This is expected because Indian lifestyle is now in- 
creasingly mirroring western lifestyle, and it can logically be 
expected that the disease profile of developed countries, such 
as US and Europe, will increasingly take hold in India as well. 
Rapidly teeming urbanization, changing diet and physical ac- 
ivity patterns of urban and semi-urban citizens and an aging 
pulation are expected to drive the growth of this segment. 
Further, within the chronic segment, therapies for treating car- 
diovascular diseases, diabetes, neurological problems and on- 
cology conditions are expected to be high growth areas. 


How do you visualize the future of the industry over the next five years? 
Ram: The pharmaceutical industry is witnessing a paradigm shift. 
Indian companies, for a while, had a very insular focus of producing 
cheap drugs in a very limited therapeutic area. Led by a few interna- 
tionally-oriented firms, the vista has since expanded to the global 
level, where India has become an integral part ofthe global strategy. 
That itself has enhanced the therapeutic range that companies 
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want to introduce, depending on what makes technical and commer- 
cial sense for a particular company at that point of time. 

Technology continues to change in a radical manner across 
all spectrums of research, manufacture, marketing, distribu- 
tion, logistics and so on. All of this would lead to a relatively 
much faster and more competitive product introduction rates 
that are already evident in places like America and Europe. 
India, which is now supporting this revolution, will also absorb 
similar standards in its own markets in due course. 

Hitesh Gajaria: Indian pharmaceutical industry is already on 
a high growth track and I visualize it to grow further and faster 
to reach notable heights in the years to come. It is expected to 
grow at a Compounded Annual Growth Rate of around 20% 
(2006-07 to 2011-12) and touch around $35 bn by 2011-12. On 
the domestic front, various factors such as improving demo- 
graphics, changing population dynamics, growth of medical 
tourism, favorable government and regulatory support, and 
increasing health insurance penetration will drive growth. 

On the global generics front, Indian companies are expected to 
continue aggressively in generating higher revenues from regu- 
lated as well as semi-regulated market. Significant patent 
expirations and rising healthcare costs globally leading to in- 
creased use of generics will be facilitators of its growth. 

We can also expect a few patented launches by some Indian 
pharma companies. India is also expected to gain a consider- 
ably higher share of the global outsourcing market as its po- 
tential unfolds. To sum up, Indian pharma is at an inflexion 
point, and both MNC as well as domestic players will do well 
to exploit its true potential to become a global pharma hub. 


deals. During the last four years, there 
have been 109 outbound M&A deals 
with a total value of $3,710 mn, of which 
56% went into acquisitions in Europe, 
' with UK being the leader of the lot. The 
industry is already fraught with frag- 
mentation due to very low barriers to en- 
try. In 2007, the top 10 firms accounted 
for only 3696 market share, next 60 ac- 
counted for 49%, and the remaining 400 
for the balance 15%. Indian pharma mar- 
ket is increasingly becoming competitive 
and witnessing severe price competition, 
which is limiting the growth of the indus- 
try in terms of value. Experts opine, with 
virtually no product differentiation and 
identical business models, consolidation 
to gain share is the natural progression. 


Prescription for growth 

»Even though the industry is witnessing 
impressive growth and sales are fore- 
casted to rise on an average 8% by 2015, 
India's share in the global pharma mar- 
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ket is expected to be over 2% only. The 
global generics space continues to re- 
main the key area of interest for the 
Indian pharma firms, despite many of 
them moving into new verticals such as 
CRAMS. However, generics segment is 
the lower end ofthe value chain. Further, 
competition in the US and European ge- 
nerics market is set to intensify in the 
near future, which may lead to signifi- 
cant price erosion. Indian generic players 
also have to contend with a host of other 
challenges such as increased difficulty in 
securing Para IV wins. In Asia, India is 
set to lose its market share, as other 
Asian markets like China, Singapore, 
Indonesia, Thailand and Malaysia are 
registering robust growth. 

On the domestic front, the industry's 
development is marred by infrastructure 
problems and price regulation. The ap- 
proach of National Pharma Pricing Au- 
thority in deciding various pricing pa- 
rameters has reduced the pricing ability 


of companies, eroding profitability. 
While the companies which produce 
drugs at cheap prices reap benefits, those 
who cannot, have to either discontinue 
production or bear losses. 

The industry still lacks facilities and 
resources to develop a new drug. While 
strengthening the process development 
in manufacturing generics, there is a 
need to invest more and more in innova- 
tion, drug discovery research and delivery 
systems. Ranjit Shahani, VC & MD, 
Novartis, foresees "intellectual property 
rights, liberal drug pricing policies and 
regulatory law reforms" as the three 
strategic drivers that define the future 
growth of the Indian pharma industry. 
There are several opportunities for In- 
dian pharma players both at the domes- 
tic and the global level, but there are a 
few challenges too, which need to be ad- 
dressed in order to realize sustainable 
growth in the future. m 
— № Janardhan Rao and Ch Srinivas 
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Given the huge untapped potential, the Indian retail sector still has enough 


headroom to grow over the long-term. 


ugh the global financial crisis 
has been unnerving the sectors 
such as real estate, banking and 
IT, Indian retail sector has remained 
relatively unscathed. Riding high on the 
increasing disposable incomes, increas- 
ing number of dual income nuclear 
families and changing lifestyles and 
consumer behaviors, Indian retail sec- 
tor has witnessed a phenomenal growth 
rate over the past few years. Interest- 
ingly, India remained as the most at- 
tractive retail market for the third year 
in a row in an index prepared by AT 
Kearney. A recent study states that re- 
tailing is the largest contributing sector 
to the country’s GDP. Akin to the US 
retail sector, it contributes around 10% 
to India’s GDP. However, the figure is 
more when compared to 8% of China’s 
and 6% of Brazil's GDP. 
Though the domestic deterrents such 
as high inflation, mounting interest 
rates and rising rentals have slowed the 


growth pace for a short while, by adopting 
innovative strategies, retailers could 
tide over the situation. The sector has 
evolved from the initial phase of 1995 to 
the growth stage of 2008 and is expected 
to grow 10% year on year. The retail 
growth story in India has not only prod- 
ded Indian players to take on their busi- 
nesses to new orbit but also lured many 
major foreign players. Given the huge 
untapped potential, the $350 bn Indian 
retail sector still has enough headroom 
to grow over the long-term. According to 
The Analyst 500 ranking of 2008, based 
on net sales, Pantaloons Retail India 
Ltd. topped the league chart with a 
whopping 78.13 % increase in net sales 
vis-a vis the previous year. Shoppers’ 
Stop took the second place with 32.66 % 
increase in net sales. 


Organized retailing: The growth 
mantra 
Undeniably, around 96% of Indian re- 


tail sector is unorganized and hence a 
majority of sales take place through the 
unorganized stores popularly known as 
kiranas or mom-and-pop stores. 
Though the organized retail sector, 
which comprises of highly organized 
malls, does not enjoy a significant 
chunk of market share, it is anticipated 
that the future belongs to organized sec- 
tor in India. India’s organized retail sec; 
tor is all set to explode. According to a 
recent study on retail sector by Deloitte 
Haskins and Sells, one of the four larg- 
est accounting firms in the world, orga- 
nized retail sector is growing at a faster 
pace than was expected and could con- 
stitute 25% of the overall retail sector 
by 2011 from the current 4% share. 
While the existing Indian players such 
as Future Group, Bharti, Reliance Re- 
tail, Essar, Shoppers’ Stop and the 
Aditya Birla Group are endeavoring to 
consolidate their markets, others such 
as Mahindra & Mahindra, Parsvnath 
and DLF, Hero Honda, Jubilant Group 
and Indiabulls have announced plans to 
enter the retail sector. 

Currently, the government allows 
51% FDI in single brand retailing and 
100% in cash-n-carry businesses. Al] 
major global players have already taken 
the road down to India and set up their 
operations either in the form of single 
brand retail trading ог in the form of 
wholesale cash-n-carry retailing. Indeed, 
the concept of wholesale cash-n-carry 
trading has picked up momentum with 
the entry of Walmart, Woolworths and 
other global retail giants into the Indian 
market. The cash-n-carry format enables 
the retailers to sell goods only to whole- 
salers or re-sellers, but not directly to the 
retail customers. 

However, the government's plan to 
further open up the retail sector has hit 
the roadblock after facing strong politi; 
cal opposition and nationwide protests 
by small traders against the proposal 
to allow FDI in multi-brand retailing. 
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“The entry of the organized sector into this segment has provided the professional push that 
is required, considering that over 95% of retail trade today is in the unorganized segment." 


What's your take on the performance of Indian retail industry in recent 
years? 

Jayant Kochar: India got started with organized chain re- 
tailing just a few years ago. There are just 
very few categories, the most prominent be- 
ing apparel, where organized retail chains 
have had a significant presence for more 
than three or four years. Given this fact, T 
think the Indian retailers have done very 
well, particularly after taking into account 
the various obstacles and hindrances that 
the retail industry keeps highlighting, i.e., 
real estate costs, lack of trained manpower, 
etc. That said, however, the market poten- 
tial is huge, and it is high time that we put 
these excuses aside and did a lot more to 
make our retail businesses profitable and 
successful. 

Madan Sabnavis: The Indian retail sector 
has become one of the driving forces of the 
economy as all production activities have to finally feed into 
the retail sector. Private consumption is the most important 
factor in sustaining the growth process and, therefore, there is 
a growing interest in this area. The entry of the organized 
sector into this segment has provided the professional push 
that is required, considering that over 95% of retail trade 
today is in the unorganized segment. 


What do you think will be the impact of current inflationary conditions, 

coupled with global market turmoil, on Indian retail sector? What are 
the strategies to be adopted by Indian players to tide over such adverse 
situations? 
Jayant Kochar: The short-term impact will be very signifi- 
cant. Most retailers will revert to their usual recourse—dis- 
counting—which in turn will only serve to increase their losses, 
and make even more of their stores unviable, which will in turn 
make even more of their people (employees) leave them, and 
discourage customers even more from visiting their stores. 


The only viable strategy is to focus on understanding their 
customers, and doing everything necessary to serve them ef- 
fectively. Unfortunately, this is not as obvious as it should be. 
For example, a retail store may be losing business because 
they do not carry the merchandise assortment that their cus- 
„~ tomers want. This is а common reality, because many retail- 
ers do not get even 80% of their orders fulfilled by their ven- 
dors. When you add this to the fact that they are often at least 
20% wrong in the orders that they place, it means that they 
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may not be able to offer 40% of what their customers want. By 
offering the remaining 60% at a discount, they are not going to 
sell more—they will sell less, at lower margins. 

Madan Sabnavis: The present turmoil of 
higher inflation provides the right platform 
for the retail sector to actually capitalize on 
cost economies of scale which can lead to 
lower costs for the consumer. Organized re- 
tail carries with it certain advantages of op- 
erating on large scales, lower intermediary 
costs, better logistics handling, etc. which 
can help to mitigate the full impact of global 
inflation. By reaching out directly to the 
farmer and manufacturer, costs have been 
lowered significantly through efficient sup- 
ply-chain management. 


Jayant Kochar 
Go Fish Retail Solutions 
New Delhi 


Organized retailing has been facing political head 
winds in recent years. Is the hue and cry on orga- 
nized retailing fair enough? What is your take on the 
impact of organized retailing on small vendor? 


Jayant Kochar: Politics is an unfortunate reality that we 
have to deal with. Having just seen how it can derail a huge 
1,000-acre, multi-crore project, there is no point in crying 
about the retail stores that are forced to close. Retailers, like 
other industrialists, have no option but to manage politics as 
best as they can. As far as the ‘fairness’ of large-scale orga- 
nized chains and their impact on small retailers is concerned, 
I believe it is clear to all that while there is an impact, it is 
marginal. More importantly, it is inevitable. Organized retail 
chains will grow, because they will give customers what they 
want, and eventually there are many more consumers in India 
than small retailers, and their needs should be served first. 
The companies that manufactured pagers did not insist that 
mobile phones should be banned because they would put 
them out of business. Railway employees did not protest 
against the new airlines—and if they did, nobody listened. 
Horse carriage owners in cities could cry themselves hoarse, 
but they would not be able to stop people from traveling in 
auto-rickshaws or taxis. In just the same way, a tiny number 
of inefficient small retailers may have to shut shop. But a 
much larger number will be employed in the organized retail 
chains. 


Madan Sabnavis: The hue and cry is expected and is impor- 
tant in this transition that is being forged. While the benefits 
of retail in the organized sector are many for the consumer, 
there is a significant class of unorganized retailers who would 
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be affected by this transformation. But, the solution is not to 
choose between one and the other. The smaller ones can either 
become agents of the large retail under the cash-and-carry 
system or continue to retain their niche in their localities. 
They do have the advantage of providing value-added services 
such as home delivery at any time, credit, smaller packaging 
etc., but in the long run, they would get integrated with the 
system and could be franchisees for the larger retailers. But, 
the story is definitelv not scary even in the 
west where the smaller outlets have not 
been washed away. Given that our country is 
expansive and largely rural, it is unlikely 
that these chains will be able to make a seri- 
ous dent in this area. 


In the Indian retail sector, is the issue basically 
about FDI or about the big versus small retailer? 

Jayant Kochar: Neither. It is about efficient 
vs. inefficient, and as in every other industry 
and trade, it is the efficient who wil! prosper. 
Madan Sabnavis: The issue is at both lev- 
els. At the FDI level, there is a latent fear 
that the foreigners may upstage this seg- 
ment and dominate, just like Wal-Mart has 
done in the US. At the other level, the con- 
flict between the small and organized large retailer is also 
there because the organized retailer is very much superior to 
the smaller one who feels threatened. The organized retailer, 
on the other hand, would also be wary of FDI competition 
because there would be a direct threat posed by those who are 
already well-entrenched in this business globally for years. 


What is your take on the view that government should think about 
allowing 100% FDI in single brand retailing and introducing multi- 
brand retailing in a phased manner? 

Jayant Kochar: The sooner the better—for customers, for 
tax collectors, for vendors and suppliers, for small investors— 
who should be allowed to buy shares in publicly listed na- 
tional or international companies, for transporters, for sup- 
ply chain agencies, for retail managers who will have more job 
options, in short for almost all the stakeholders. 

Madan Sabnavis: The most logical move here is to do things 
sequentially. To begin with, let the large domestic players 
play their role in a manner where the initial contradictions are 
resolved between the unorganized and organized sectors. Sub- 
sequently, there could be a move to get in FDI. There appears to 
be no hurry as such for getting in FDI. Maybe just like how in 
banking we have the rural commitment, the same clause can be 
put for FDI where thev would necessarily have to bring about 
parallel improvements in agriculture through contract farming 
arrangements while expanding their business. Maybe their be- 
ginning can be made in the rural areas to begin with. 


What do you think are the challenges contronting retail sector and what 
kinc of measures are to be taken to improve the performance? 


RA | Поготћог INNA | 





Madan Sabnavis 
Chief Economist 
NCDEX Limited, Mumbai 


Jayant Kochar: The biggest challenge is lack of leadershi 
and vision. Apart from a few individuals, people are trying 
manage the retail business from the corner office instead о! 
the corner store. Recently, the CEO of a large retail company 
spent the best part of an hour-long meeting telling me about 
the fantastic new CRM and Loyalty Card technology they hac 
installed at a huge investment. The next day at one of his 
stores, a lady who I chatted with as she was leaving the store 
told me that if she ever had to shop at that 
chain again, which she would prefer not tc 
do, she was not going to show her loyalty 
card, because they took more than five min- 
utes extra to process transactions that in- 
volved loyalty cards. If that CEO ever both- 
ered to visit his stores, he would have dis- 
continued the loyalty cards overnight. 


While real estate prices, poor infrastruc’ 
ture, manpower training, inadequate num: 
ber of brands, etc. are all issues, none ol 
these is as great a challenge as lack of lead- 
ership and vision. 


Madan Sabnavis: The first challenge is one 
of acceptance due to the large-scale 
politicization of such developments. The 
second is the establishment of supply 
chains while bringing about improvements in the necessary 
infrastructure. The quality of roads, warehousing, grading. 
etc. is not optimal today and a lot of work needs to be done. 
Thirdly, the intermediaries that exist today need to be lever- 
aged where they could be workers for these chains. Fourthly, 
the quality for produce needs hand-holding from the point ol 
view of the farmers and these chains need to get into contract 
farming arrangements with them. Fifthly, the high cost o! 
property would have to be met in cities by these chains ir 
order to have a sustainable model. The franchising model has 
to be introduced to be effective. 


How do you see the growth prospects of Indian retail industry? 
Jayant Kochar: Excellent! It is up to the industry leaders tc 
look beyond the short-term obstacles and achieve better per- 
formance. Fifteen years ago, no one could have imagined how 
the mobile telecom sector would grow, and many predictec 
doom for the pioneers. However, they looked beyond the ini- 
tial problems and focused on the huge potential that was 
waiting to be tapped. Our retailers need to use their own 
methods to get the same results. 


Madan Sabnavis: The prospects appear to be very good and 
this sector has the potential to grow on a sustained basis ol 
over 2096 per annum if the processes are set in order. Starting 
from the farmer to infrastructure, logistics, packaging, pack- 
ing (plastic crates), etc. considerable improvements may be 
expected along the way. Given that we have a long value chair 
in agriculture, organized retailing should be able to reduce 
this by at least half. 
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ill have to bear the brunt of the orga- 

ized retail onslaught. Consequently, 
the Indian Government had commis- 
sioned a study by Indian Council for Re- 
search on International Economic Rela- 
tions (ICRIER), an economic think- 
tank, to examine the impact of large for- 
eign retail giants on neighborhood 
mom-and-pop stores. The government 
is prepared to examine FDI in multi- 
brand products only after receiving the 
report from the ICRIER and the Na- 
tional Council for Applied Economic Re- 
search (NCAER). 

Surprisingly, the long-awaited report 
from ICRIER has concluded that the 

wth of organized retail headed by large 
corporate houses does not significantly 
impact small mom-n-pop retailers. 
ICRIER Director and CEO Rajiv Kumar 
elucidated that the turnaround occurs as 
unorganized retailers adapt to the new 
challenges and formulate their own strat- 
egies in terms of technology upgrade and 
improvements in the supply chain. 

More importantly, organized retail- 
ing facilitates lower prices, greater 
availability of goods, and triggers a new 
and growing cycle of consumption and 
wealth creation. Primarily, it acts as a 
facilitator to connect the buying power 
of urban India with the selling power of 
rural India. Big retailers maintain di- 
rect contact with the farmers and buy in 

/ bulk from them and supply to custom- 
_ ers at low costs. Due to bulk purchases, 
retailers can ensure stable prices to 
customers irrespective of season and 
market aberrations and this is how 
they manage offering stable prices even 
at times of economic turmoil and infla- 
tion. Organized retailers also reduce 
the wastage by setting up cold storage 
infrastructure. 

Organized retailing has created a 
niche for itself by successfully overcom- 
ing drawbacks of unorganized retailing 
such as poor inventory management, 
insensitivity to customer expectations, 
and reluctance to invest on human capi- 
tal. Hence, industry experts opine that 
in the long run, the Indian retail indus- 

ry will integrate the unorganized retail 
market with the organized one and un- 
organized retailers could become fran- 
chisees for the larger retailers. 


pon retailers are worried that they 


Glitches remain 

Severe talent shortage or lack of trained 
manpower is one of the serious chal- 
lenges that the sector is facing currently. 
The reason being that the sector has only 
recently emerged from its nascent stage 
and yet has to become a preferred career 
option for most of India's educated class. 
Adding to this, most Indian retail play- 
ers are under immense pressure to make 
their supply chain more efficient to offer 
the kind of quality and service that the 
customers demand. India lacks a strong 
supply chain when compared to Europe 
or the US. The existing supply chain has 
too many intermediaries. These long in- 
termediation chains are in turn driving 
up their costs. A plethora of clearances 
are required for setting up retail outlet. 
That is another important issue which is 
limiting the expansion of retail outlets at 
a faster pace. 

Besides this, lack of adequate infra- 
structure, such as roads, electricity, cold 
chains and ports, hampers going for a 
pan-India network of suppliers. Due to 
this, retailers have to resort to multiple 
vendors for their requirements which is 
raising their costs and prices. High cost 
or unavailability of retail space is add- 
ing up to their woes. This is the biggest 
challenge facing the Indian organized 
retail sector due to increasing real es- 
tate prices. Apart from this, the fact 
that the sector does not have industry 
status is further making it difficult for 
the players to raise funds for their ex- 
pansion plans. Moreover, government 
restrictions on FDI are resulting in lim- 
ited exposure to international best 
practices. 


Bright prospects 

Though Indian retail industry has come a 
long way from mandis to malls, it still 
has many more miles to cover to measure 
up to the international standards. For In- 
dia to become a shopping destination 
which conforms to international norms, 
Indian retailers, according to industry 
experts, have to adopt international 
laws and standards. For instance, cur- 
rently, the retailers are restricted to keep 
their shops open 24x7 by the Shops and 
Commercial Establishments Act. Nev- 
ertheless, if this is allowed, it can sub- 


stantially increase retail industry's 
profit margins as a significant number ol 
the working population would like to 
shop only after office hours. 

Moreover, complex land and prop- 
erty laws and labor laws should also be 
liberalized to lure more investments 
from domestic and international retail- 
ers into this sector. Liberalizing FDI in 
real estate is another area which gov- 
ernment can look at as global retail 
chains prefer to own retail space rather 
than lease. In an attempt to combat the 
falling sales due to the slowdown of the 
economy, Indian retailers are resorting 
to a revenue sharing model under which 
retailers share a percentage of their 
sales with real estate companies. It is 
seen as а fair way of sharing risks be- 
tween the two stakeholders. 

Interestingly, the global financial 
crisis may have a silver lining for the 
FDI in multi-brand retail, as the gov- 
ernment is considering a proposal tc 
scale up FDI in single-brand retail tc 
100%, as well as allow 51% FDI in 
multi-brand retail of electronics goods 
computers, sports goods as well a: 
watches. The move also came month: 
after the Left parties, which opposec 
any further opening up of FDI norms fo 
the retail sector, pulled out of the 
United Progressive Alliance (UPA 
government. Nevertheless, at times 
limiting the exposure of foreign retail 
ers may abort the transfer of best prac 
tices to India. Also, with fears of more 
foreign fund outflows due to the finan 
cial crisis, the government is mulling t« 
revisit its policy on FDI in retail sector 
If approved, this will be а welcom: 
move for global retail giants who ar 
keen to grab a chunk of existing India: 
retail sector. 

Given the fact that organized re 
tailing captured a miniscule share п 
the Indian retail space, there is tre 
mendous scope for future growth. In th: 
coming years, India will see a phenom 
enal growth in the number of shoppin: 
malls and speciality retail stores, anc 
in the long run Indian retail sector wil 
catch the eyes of retailers across th: 
globe. m 
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It's a double whammy for the steel industry with demand slowing down and 


international steel prices tumbling. 


ven a year ago, the steel indus- 

try across the glebe as well as in 

India was abuzz with a frenzy of 
big-ticket acquisitions. But, sorry to 
say. the not-so-long-ago jubilation has 
completely petered out in recent 
months. Indeed, equations have en- 
tirely changed, and the industry is now 
going through a rough patch. The sky- 
rocketing demand and unsatiated eco- 
nomic activities, which had earlier pro- 
pelled the industry, have conspicuously 
dried down in recent months, courtesy 
the global economic crisis. The economic 
predicament, which started in the US 
housing sector, has gradually spread to 
other sectors of the economies across 
the globe. Inadvertently, it has started 
taking its toll on steel industry across 
the globe as well as in India. Added to it, 
the declining economic activities in gi- 
ant nazions like US and China have ac- 
versely impacted the demand for stee!. 
Prices of steel have declined by nearly 
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30% in the past three months as de- 
mand has nosedived and the steel ma- 
jors across the globe have been crippled 
by overcapacity. 

The situation has ripple effects 
across all the steel firms. Steel compa- 
nies in India are now seriously mulling 
to cut down prices or curb production 
and even to postpone their expansion 
program, as substantial decline in the 
international prices of steel, fears of 
cheap imports from China, Thailand 
and western economies, and increasing 
material costs are putting enormous 
pressure on the margins. Imported 
steel is now available at around $700- 
800, while Hot Rolled Coil (a hot rolled 
coil is a base grade which gets con- 
verted into higher value steel for con- 
sumer goods and cars) is domestically 
available at around $900-950. The dif- 
ference is large enough to lure buyers 
towards imported steel rather than do- 
mestic. In these trying times, the do- 


mestic steel companies are offering 
huge discounts on sale of flat steel prod- 
ucts and seeking government assis- 
tance to mitigate the woes, at least, to 
some extent. Steel firms such as Jindal, 
Essar and Ispat have sought govern- 
ment support to persuade steel con- 
suming companies to prefer Indian 
steel over imported steel. They hav 


e 
also agreed to match the prices offered] 


by foreign competitors. The government 
rose to the occasion and came out with a 
slew of measures to give the much- 
needed boost to the ailing industry. 


Not stainless 

The steel companies throughout the 
globe are facing the heat. The interna- 
tional steel prices have declined by al- 
most Rs 8,000 per ton in recent months. 
Over the past couple of months, interna- 
tional prices of scrap have fallen by al- 
most 67% and it is now trading at $250 
per ton. Prices of sponge have dropped 
from Rs 24,000 a ton to Rs 14,000 a ton. 
Billet prices have plummeted from 
$1000 to $500 a ton, and pig iron prices 
in the international market have also 
declined from Rs 32,000 to Rs 22,000 a 
ton. To add to the woes of steelmakers 
here and abroad, big consumers such as 
builders, car manufacturers and equip- 
ment-makers are buying less, as de- 
mand for their products is falling and 
they are not getting adequate cushion 
from the banking system. As a conse- 
quence, steel producers are trying to 
increase prices by undertaking 
production cuts. 

Now, steelmakers from Asia to Eu- 
rope and the US are keeping their ex- 
pansion plans on hold as the global 
economy slows. The abrupt fall in de- 
mand has forced even ArcelorMittal, 
the largest steel company in the world, 
to cut production in its highly export- 


oriented units in Kazakhstan and, 


Ukraine by over 20%. Russia's 
Severstal, the second largest steel com- 
pany in Russia, behind Evraz Group 
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“The major reason behind the poor show of the steel industry is the blowout of the 
subprime crisis, which has led to a severe liquidity crunch and created an uncertain 


demand environment for steel globally." 


After a four-year dream run, steel companies in India are rushing 
headlong into a slump. How do you see the 
trend? 


Hitesh Agrawal: Global steel industry 
witnessed high growth rates in the last 
4-5 years, aided by the growing demand 
from emerging countries like 

India and China. Notably, average steel 
prices globally had witnessed a sharp 
run up, increasing from US $275/ton dur- 
ing 2003 to more than US $1,000/ton 
during July-August 2008. The sharp run 
up in the prices was also due to the un- 
precedented rise in the input costs like 
iron ore and coking coal globally. How- 
ever, the bursting of the subprime 
bubble, which led to a global liquidity 
crunch, had a negative impact on the industry. Steel 
prices have declined by more than 40% in the last couple 
of months. Notably, the benchmark world export HR 
prices have come down to US $800/ton in October 2008 
from US $1,120/ton during July 2008. The correction in 
global prices also impacted domestic prices, which have 
also declined by more than 20% during the same period. 
The fall in steel prices, despite no proportionate respite in 
input costs, led to а severe margin contraction of non-inte- 
grated steel companies. Considering the challenging glo- 
bal environment ncw, we do not expect steel prices to head 
higher from here on, even as the downside for the same is 
now limited. Also, China, which is a major producer and 
consumer of steel, has not only witnessed slower demand 
growth for steel in recent months, but its excess produc- 
tion has found their way into global markets, depressing 
steel prices further. Thus, in the wake of the expected de- 
mand slowdown, steel prices expected to remain low, and 
pressure from input costs to recede only over the next few 
quarters, we expect the profitability of steel companies to 
remain under pressure. 


Ashok Mittal: Market for Indian companies is becoming 


worse day by day. First it was, fiscal measures from gov- 
ernment side to curtail the inflation (10-15% export duty, 
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nil import duty, lower prices commitment), and then the 
tightened monetary policies and economic 
slowdown. Both these factor have pushed 
down the profits and sales (to some ex- 
tent) of Indian companies. 

Going ahead, I expect the trend to remain 
weak until December 2008, stable be-, 
tween January-February 2009, and strong 
from February-June 2009 for the domestic 
steel companies. Construction demand 
and sales of durable and luxury goods are 
likely to pick up, given that the central 
bank has started easing the monetary 
policy. Demand in the short to medium- 
term will not be as robust as in the year 
2007, as real estate and infrastructure 
activities have shown a decline this year. 

Moreover, cheaper imports from China and Ukraine (un- 
less and until floor price or import duty is set), is likely to 
keep steel companies' profits under pressure. 


What, according to you, are the reasons behind this poor show of 
the steel industry? 

Hitesh Agrawal: The major reasons behind the poor 
show of the steel industry is the blowout of the subprime 
crisis, which has led to a severe liquidity crunch and cre- 
ated an uncertain demand environment for steel globally. 
Also China's consumption of the commodity has been 
slowing, whereas there has been no commensurate let up 
in production considering its exports, leading to the de- 
mand-supply balance tilting against the steel industry. 


Ashok Mittal: According to me, decline in infrastructural 
activity, coupled with the global slowdown, have been the 
major reasons for the downfall in steel industry. The 
frightening financial crisis in the US and European mar- 
kets had its spillover effect on India too. Markets have 
crashed drastically, discounting the weak prospects on 
profit margins of companies. Rupee has depreciated to 
all-time low levels, and call money and interest rates 
have also gained. Tightened monetary policy on the do- 
mestic front has resulted in lesser consumer spending and 
buying of durable goods. 
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ү” do you see the recent performance of steel industries/players across 
e globe? 

Hitesh Agrawal: Worldwide, the margins and profitability of 
steel companies have come under pressure due to the high con- 
tracted price of input costs like iron ore and coking coal and on 
the other hand, steel prices have corrected by more than 40% in 
the recent past. Also, due to the uncertainty over the steel de- 
mand globally, led by slowdown in most of the major econo- 
mies, the sales volumes of companies worldwide have been af- 
fected. 

Ashok Mittal: Across the globe, steel in- 
dustry has been facing downtrend. Major 
producers in US, UK, Europe, Japan and 
China have been cutting down their produc- 
tion due to the slump in demand and lower 
prices. For instance, ArcelorMittal has re- 
duced its production by around 35% in 
third quarter this year. Prices of bench- 
mark НЕС have declined by over 30% to 
around $730 per ton. 


How do you see the recent spate of acquisitions in 
the steel industry? Do you think that trend will con- 
tinue in the near future? 
Hitesh Agrawal: During the last couple of 
years, steel industry globally has seen major M&A activities. 
For instance, Mittal Steel acquired the world's largest steel 
company ‘Arcelor’, and Tata Steel acquired the European steel 
major 'Corus'. The spurt in M&A activities was mainly due to 
the strong cash flows generated by steel companies on account 
of the strong steel prices. However, we believe that the M&A in 
) the industry would slowdown considerably considering that the 
economics have undergone a sea-change for the worse for the global 
steel industry over the last couple of quarters in particular. 


Ashok Mittal: Considering the poor demand and financial cri- 
sis, I expect the recent spate of acquisitions to take a back seat. 

On the flip side, small producers are anticipated to run out 
of the market, as prices have the potential to move below their 
production costs. This may lead to buy-outs by major firms. In 
other words, some integration may happen in order to take 
costs and operational advantages. 


What kind of role the government should play to boost the industry? 

Hitesh Agrawal: The government plays a major role in the 
steel industry since it is a capital and labor-intensive industry. 
The government should relax and fasten the procedure with 
"respect to land acquisitions for steel plants as well as for cap- 
tive mines. Iron ore and coking coal are the major inputs for 
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steel making, and the government plays a major role in 
allotting these mines, as these are natural resources 
owned by the government. The government should take 
measures to boost investments in mining and also hasten 
the process of allocating iron ore and coal mines so as to 
help steel companies rely less on import or third party 
purchase. In the current environment of falling global 
steel prices, the government can look at imposing an im- 
port duty on steel to protect the domestic companies from 
cheap imports. 


Ashok Mittal: The government should see 
that domestic companies are protected 
from the plunging international prices. Fa- 
vorable fiscal and monetary policies (im- 
ports, exports, interest rates, etc.) are very 
crucial in the better performance of the :n- 
dustry. Subsidies and incentives, in order to 
encourage investments, can be a step for- 
ward towards supporting the industry. 


What is your take on the future of steel industry in 
India as well as across the globe? 

Hitesh Agrawal: We expect the steel in- 
dustry in India and in the world to go 
through challenging times for the next couple of years. 
Demand for steel globally was growing by 5-6% in the last 
couple of years; however, with the slowdown in US, Eu- 
rope, China, India and most of the world economies, the 
demand is expected to grow at a much slower rate. 


Ashok Mittal: Both domestic and world economy are cur- 
rently going through a slowdown phase. Steel sector, being 
a barometer of the economic growth, is likely to be hit the 
most. Economic revival around the world, in the short to 
medium-term, looks unachievable as of now. I expect the 
global steel industry to face downtrend until that period. 
India's growth story, though affected by the recent finan- 
cial crisis, is better than that of other developed nations. I 
expect the Indian industry to perform better than other 
countries. They have got more chances of taking over their 
counterparts overseas, thereby increasing their presence. 


Any other comments? 

Ashok Mittal: Steel companies may opt for hedging their 
price risks, either by entering into futures or forwards. 
Continuous regulation by government is not required in 
the market. Price realization by the market participants 
would be more effective. 
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anc Posco of South Korea, the largest 
producer of stainless steel in Asia are 
among the global biggies who are now 
reducing output or reviewing expansion 
plans. Corus, the UK unit of Tata Steel 
Ltd., the fifth largest steelmaker in the 
world, may extend a 20% reduction in 
output in the second quarter as demand 
slows. 

China, which raised steel capacity 
by 70 million tons to 558 million tons by 
2007. now has to cope with overcapacity 
and lack of demand. Consumption of 
steel in China, a key driver in global de- 
mand, is coming down, as its export-ori- 
ented manufacturing sector is slowing 
down in tandem with the global down- 
turn. Steel manufacturers in China are 
facing liquidity constraints, as China 
curbs credit to tame inflation at home. 
This is putting a drag on the economy's 
investment and growth. The tightening 
credit market is also hurting infrastruc- 
ture and real estate projects in the do- 
mestic economy. "If demand weakens 
further, prices will keep falling till it 
reaches $750 a ton, where it meets its 
first resistance (below this, some firms 
will make losses)," comments AS Firoz, 
an industry consultant and former re- 
searcher a: the Ministry of Steel. In the 
worst-case scenario. the prices will de- 
cline beiow $600-650 a ton, when many 
steelmakers will start making cash 
losses. 


Troubles at home 

This unfavorable situation, which is 
prevailing across the globe, has led to 
an adverse impact on the steel firms 
back at home. It has forced the Indian 
steel companies to drop prices by as 
much as Rs 4,000-6,000 per ton or re- 
duce procuction, which in turn has put 
enormous pressure on the margins of 
the domestic steel firms. JSW Steel, 
India’s thirc largest steelmaker after 
Tata Steel and the publie sector unit 
SAIL (Steel Authority of India Lim- 
ited), has recently announced that the 
prices of its HRC have been reduced by 
Rs 5,500 per ton in line with the prevail- 
ing international prices. Even in the 
month of October, the company had re- 
duced the prices of HRC by as much as 
8-12%, which is equivalent to an overall 
reduction by 25-30% compared to peak 
prices in the domestic market. The 
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Ruias-promoted Essar Steel has de- 
cided to reduce prices for retail custom- 
ers at Essar Steel hypermart by Rs 
4,000 to Rs 5,000 per ton. The 
hypermart sales accounts for nearly 
one-fourth of Essar Steel's total sales. 
According to some sources, steelmakers 
such as Tata Steel and Ispat Industries 
are also expected to follow suit. Even 
steel firms are deferring their 
expansion plans and mulling to curtail 
their existing capacity. The glaring fact 
is that by producing the same volume of 
steel as before in a declining market, 
the industry will be inviting more 
troubles. But as of now, Tata Steel and 
SAIL, the two largest producers of steel 
in India, do not have any plan to cut 
production. 

Compounding the crisis further, 
steel imports in India over the last 5-6 
months have jumped up by 50%, as 
prices from China, Thailand and 
Ukraine have ruled below domestic 
prices. As rightly stated by an official of 
a leading private steel company, "We 
seem to be going back to the 1990s and 
the scare is imminent. While interna- 
tional prices across grades have 
dropped, a weaker domestic demand is 
being apprehended as well." He further 
added, “The glut in the western mar- 
kets will force foreign players to export 
more steel into the Indian market. We 
will wait for the government to inter- 
vene and bring about the changes in the 
export and import duties, following 
which we will take a stand on the pro- 
duction and price front.” 


Steely resolve 

Besides, the current crisis faced by the 
Indian steel industry, inflicted upon by 
the global credit crisis, the steel indus- 
try in India is perennially plagued by 
some deep rooted problems. The R&D 
has been grossly neglected by the Indian 
steel industry and its share in total 
turnover is abysmally low at 0.2%. This 
needs to be addressed seriously as this 
is much below the units in the advanced 
countries. This is all the more signifi- 
cant because Indian steel firms are in- 
creasingly becoming global. Also, the 
industry is plagued by major blockades 
in the areas of land acquisition, reha- 
bilitation and resettlement, infrastruc- 
ture development, especially rail and 


road connectivity, grant of captive 
mines and other raw material inkaged 
The governments at both the leve 
should make all round efforts to tackle 
such problems in mutual interest so 
that the growth momentum in the steel 
industry is maintained. 

Whatsoever, to counter the current 
crisis, the government has come out 
with incentives for the steel industry. 
The government has revised the export 
duty structure on iron ore mines. In a 
move to give a boost to the export com- 
petitiveness of the mining industry, the 
15% ad valorem export duty on mines 
has been replaced with a specific duty of 
Rs 200 per metric ton. It also came to 
the rescue of the steel industry by with, 
drawing 15% export duty on certain 
items, such as pig iron, iron and steel 
ingots, bars and rods, angles shapes 
and sections, although it retained the 
duty on scrap. Again, in order to provide 
protection to domestic ferro-molybde- 
num and ferro-vanadium industry, the 
full exemption from basic customs duty 
for import of these two products has 
been withdrawn, and importers will 
now have to pay 5% basic customs duty. 
Moreover, domestic steel lobby groups 
are clamoring for implementation of 
anti-dumping laws against the imports 
of cheap steel products from the devel- 
oped nations. The Union Finance Min- 
ister, P Chidambaram, had commented 
that this was the appropriate time to 
remove export duty on iron steel. “The 
duty cut will help export of value-added 
steel products. The withdrawal of ex- 
port duty on pig iron and iron has been 
done to improve competitiveness of the 
Indian companies." Moreover, the duty 
cut will help stabilize steel prices which 
were on a downward spiral. 

And this may not be the end of gov- 
ernment sops. More duty relief for Indian 
steel industry may be on the cards; fur- 
ther rationalization of duty, covering 
both countervailing and import duty as a 
means to provide relief to the country's 
steel industry, may come anytime soon. 
After all, it is no ordinary resolve, but a 
steely resolve to forge ahead and become 
the world's second largest producer of 
steel, after China, by 2015. = Ы 
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The Indian telecom sector is tuning up perfectly to reach towering heights. 





nlike the real estate, auto, 

banking and financial services 

sectors, which have been se- 
verely battered by the credit crisis, the 
telecom sector in India has been barely 
hit. The inherent strength of this sector, 
coupled with under-leveraged position 
of most of the telecom service providers, 
their less-dependence on external fund- 
ing and, not the least, the friendly regu- 
lations and the conducive government 
policies have worked in favor of this sec- 
tor even during this down cycle. The In- 
dian telecom sector now savors the 
unique distinction of being the fastest 
growing sector in the world with an ad- 
dition of nearly nine million subscribers 
per month and is the second largest 
wireless network in the world after 
China with over 315 million mobile con- 
nections. However, despite this 
humongous figure, the tele-density is 
merely around 27%, which implies that 
still there lies huge untapped potential 
in the teleccm space in India. There is a 
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hugely unexplored rural sector of India, 
which is certainly an advantage to the 
telcos who are eyeing the lucrative In- 
dian market. Currently, 70% of the 
telecom market in India lies in rural re- 
gions, with over 3.2 lakh villages still 
untapped. And, this is the kind of oppor- 
tunity that both the government and 
private operators are eyeing covetously. 

Apart from the basic telephone ser- 
vices, there is an enormous potential for 
various Value-Added Services (VAS) 
with many new features like personal- 
ized radio, mobile blogging and social 
networking. In addition to that, forth- 
coming technology services such as 3G 
and WiMAX (Worldwide Microwave 
Access) will surely add more pitch to 
this already tuned up industry. Above 
all, the world's leading telecom hand- 
sets manufacturers such as Nokia, 
Samsung, Motorola and LG have 
crowded into this sector, along with 
leading global service companies and 
infrastructure majors, such as 


Vodafone, AT&T, Ericsson, Alcatel, 
Singapore Telecom and Siemens, mak- 
ing the Indian telecom industry per- 
fectly poised for bigger action. Whatso- 
ever, eight telecommunications services 
companies have figured in The Analyst 
500 ranking of 2008 based on Net 
Sales. Out of those eight companies, the 
top three places have been grabbed һу) 
Bharti Airtel Ltd., Reliance Communi 
cations Ltd. and Idea Cellular Ltd., in 
that order. 


Tele tale 

Year 1995 was the pathbreaking year 
for Indian telecom sector, as India 
launched cellular communications ser- 
vices that year. In that year, country's 
first ever cellular phone call was made 
from Modi Telstra network (later the 
company was taken over by Bharti) at a 
cost of Rs 16.80 per minute. Since then, 
within a period of 13 years, Indian 
telecom sector has transformed itself 
into a smart, modern, competitive and 
niche sector, with mobile call rates as 
low as 10 paise per minute, which is one 
ofthe cheapest in the world. Added to itd 
supportive government regulations and 
healthy private participation helped 
build up a subscriber base of more than 
300 million from virtually zilch and 
that too in a very short period of time. 
But the initial days of the private play- 
ers were not easy. In fact, during the em- 
bryonic stages of the Indian telecom 
market, private players found it hard to 
flourish as the policies then were biased 
towards the government operators. 
However, the Indian telecom sector got 
a new lease of life with the formation of 
Telecom Regulatory Authority of India 
(TRAI) in the late 1990s. And soon, 
TRAI laid out policies and regulations, 
which encouraged a healthy competi- 
tion in the Indian telecom market, 
while, at the same time, taking care of 
the best interests of the subscribers. 
Again, in a significant development in 






With the recent spectrum allocation, several private 
players like Swan Telecom, Unitech, etc. have 
joined the competitive Indian telecom market. With 
their entry into 22 circles spanning the length and 
breadth ofthe country, we can surely expect greater 
competition and subscribers reaping the maxi- 
mum benefits from this industry. ТВАГ$ policies 
have also encouraged international players to invest 
and bring in their technology and brand into India. 

While allowing 7496 FDI forthe telecom market, 
we would be seeing more international players ven- 
ture in our industry. With the entry of Vodafone 
merging with Hutchison- Essar and Telenor invest- 

ing into Unitech, we can see India making its pres- 
sic: felt strongly in the global telecom scenario. 
The department of telecommunications has ap- 
proved industry regulator TRAI’s recommenda- 
tions to allow service providers share active infra- 
structure. This move will help telcos lower tariffs 
and reduce their expenditure by well over 50%. The 
change in the policy implies that new entrants who 
are allotted spectrum can completely ride on the 
infrastructure of existing players and launch ser- 
vices within a short span. However, with the current 
global financial position and limited capital, sustain- 
ing high profitability over the long run seems bleak. 

In the current Indian demographics, 70% of 
Indian market lies in rural regions, with over 3.2 lakh 
villages still untouched. An entry into this realm 
could be a huge first mover’s advantage and surely 
both govemment and private operators would be 
eyeing this opportunity. New players in this market 

| would also join this rat race and certainly look at this 
J scenario in order to make their presence felt within 
the country. However, this calls for high investment, 
especially in setting up towers and establishing 
connectivity in remote areas. Given the reach of 
local players like BSNL, the private operators surely 
have their task cut out. 

Unlike the Rs 17 per minute days, voice calls 
are no longer high revenue contributors for telecom 
operators today. While India boasts of one of the 
largest youth population bases in the world, the 
market segment is shifting towards VAS. From pre- 
mium rate SMS (Short Message Service) and caller 
tunes to gaming and voice SMS, we have come a 
long way in increasing handset utility. Creativity and 
innovation have become the mantra of modern day 
business, especially in this sector. No wonder VAS 
has been the highest contributor in the ARPU (Av- 
_ erage Revenue Per User) over the last couple of 

es 
Though m-commerce has been an emerging 
segment internationally, it would be interesting to 
see its acceptance in India. Knowing that banking 
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technology in India has not quite been as ad- 
vanced as it is globally, the reach of m-commerce 
might also be limited. It might only attract a seg- 
ment of the 3096 urban population which might 
not seem an investment resulting in profits. But a 
growing market might even see this scenario as 
an opportunity for a calculated risk, yielding 
high benefits. 

There has been a loud buzz of 3G coming to 
India and the timing of the iPhone launch could not 
have been better. With dropping call rates, 3G has 
been rendering high revenues to operators in global 
markets. India too, has opened doors to this tech- 
nology, and the market has received positive and 
negative sentiments to this technology. From an 
optimistic angle, 3G would certainly attract the 
middle-class segment which forms a high per- 
centage of the urban population. Bearing in mind 
the revenue contribution of VAS, we can expect 3G 
to further boost up the ARPU in the market. 

Worldwide, different markets have experi- 
mented with various routes for spectrum alloca- 
tion. The rationale for auctioning spectrum is to 
attach a price for a scarce natural resource to en- 
sure its optimum utilization. Prima facie the ap- 
proach seems fair and competition-friendly, al- 
though the risk of unrealistic bidding may take the 
Indian 3G experience the European way. It will be 
difficult for the government to ensure customer 
affordability with high initial costs of spectrum. 

However, the rosy picture has a flip side, as not 
only the deployment of 3G requires intensive capital 
investment but also 3G handsets are quite expen- 
sive. Considering that regular handset prices are 
dropping to as low as Rs 800, the pricing of 3G 
handsets might not attract too many buyers. Over 
and above, we need to find out as to what extent 
the technology would be used and accepted by 
the subscriber market. If that is the case, then a 
huge capital investment might not see a positive roll 
over in the next few years. So it would be interesting 
to watch the approach of big players in this seg- 
ment. 

Increased competition would mean that in- 
dustry would see some rationalization in terms of 
price and value. Key differentiators for service pro- 
viders would be VAS, online gaming, attractive 
channel bundling. As industry matures, customers 
would focus on value rather than price. Digitization 
of broadcasting transmission continues to break 
barriers between telecommunication and media- 
oriented television sector. Pay TV marketis a hugely 
lucrative industry presenting great opportunity and 
promise. Telecom operators stand to gain in the 
long run with convergence towards triple play ser- 
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vices. Telcos can bring cost synergies, given the 
strength of their existing distribution and service 
network. 

The increasing number of private operators 
and the rapidly growing subscriber base are a sure 
hit in the ARPU for the operators. Between March 
2008 and June 2008, postpaid ARPU saw a de- 
cline from Rs 638 to Rs 600 (a decline of 5.9%), 
while prepaid ARPU dropped from Rs 224 to Rs 
204 (a decline of 8.9%). If this were to continue, we 
would see the ARPU avalanching down and nel 
profitability would take a severe beating. Thus, we 
could see a reduction in the number of operators 
over the next couple of years through mergers anc 
acquisitions. The Idea Cellular-Spice Telecom dea 
might just be a starter for this process. 

Hyper competition in the current market sce- 
nario may see several drawbacks in the ceminc 
years. Given that India tops the list for maximurr 
utilization of telecom infrastructure, we could see г 
deterioration in the quality of service provided tc 
subscribers. Competition of this magnitude and 
intensity for obtaining a major market share might 
drastically hamper the net profitability for the 
telecom industry as a whole. Thus, we might see 
newer players who enter the market probably ceas- 
ing to exist over the long run, as they eventually 
might become part of another big player. 

On a brighter note, with the mobile penetratior 
in the country being just about 25%, there is light al 
the end of the tunnel. India is certainly a huge 
market for telecom industry and with smartinvest- 
ment and strategy would generate massive rev- 
enues in the long run. While Bharti, Vodafone anc 
Reliance are big boys to look out for, with an aver- 
age nine million subscribers appended every 
month, the newer operators are certainly gearinc 
up. Increasing telecom traffic, lower costs and г 
growing middle-class segment are certain signs 0] 
a healthy telecom market in the years to come. This 
might attract more international players to inves: 
with the existing operators or new entrants in the 
market as there is a lot of revenue on offer 

As per the current trend, | see a bright tuture for 
the Indian telecom market and looking forward tc 
more exciting strategies and innovations to айтас 
subscribers and providing a host of new services. 
We are strongly marching to a world where mobile 
phone would be in the hands of almost every 
common man. 


— Romal Shetty 


Communications Sector — Industry Lead, 
Advisory Services, KPMG 
Bangalore, India 
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“To propel the broadband Internet penetration levels higher, wireless broadband (3G/ 
WiMAX) is extremely critical and the policies need to be in place right now to allow 
operators to roll out these networks at the earliest." 


How do vou see the phenomenal growth of telecom sector in india? 


India has seen phenomenal growth in the 
mobile phone sector. The growth in this area 
has truly surpassed all analysts’ and 
industry's wildest expectations. India is add- 
ing, on an average, nine million new subscrib- 
ers every month and with more than 300 mil- 
lion subscribers, has the second highest mo- 
bile subscribers in the world, just behind 
China. The total broadband connections on 
the other hand are a much smaller number— 
4.9 million as of September 2007, with a few 
thousand new connections per month. How- 
ever, it is important to note here that a 





try metrics on a quarterly basis, throwing open public consultation 
processes, documenting global best practices via 
public domain debates, and recommending 
spectrum/infrastructure sharing issues—so 
unique to Indian situation—to the DoT and 
Ministry of Telecom in the government along 
with solutions. It may be perfectly fair to say 
that the TRAI should take the lion’s share of 
credit for the success of the Indian telecom de-4 
regulation today. 

Largely, the government policies have been 
in correct direction, barring some missteps in 
the broadband space. However, on the broad- 
band Internet side, especially the spectrum is- 
sues plaguing broadband, wireless sector re- 


household might need опе mobile phone for Sridhar Pai 

each family member but will share one CEO, Tonse Telecom quires some urgent measures. We believe at 

Ei usta алгы: Bangalore to propel the broadband Internet penetration 
levels higher, wireless broadband (3G/ 

What, according to you, is attributable to this spec- WiMAX) is extremely critical and the policies 

tacular rise? need to be in place right now to allow operators to roll out these 


Competitive mobile tariffs by 2003 created an inflection point in 
2003 and boosted mobile penetration. From that point onwards, 
the subscriber growth has not slowed down a bit. India is an 
extremely price-sensitive market. The mobile market took off as 
soon as the call tariffs came in affordable range, coupled with 
increased affluence of Indians post economic liberalization and 
availability of low priced handsets. 


How do you perceive the private sector participation in the telecom 
industry in india? 

The private sector participation is a model of success worth 
emulating in all developing economies, with the price competi- 
tiveness and the resulting challenge to the incumbent opera- 
tors providing the necessary drivers to broad base growth in a 
country where the average ability to pay for a minute's phone 
call is not over $0.02! Yet, this remarkable feat has been 
achieved, thanks to the aggression of private sector, the friend- 
liness of the regulator, and a supporting government. 


How do you see the government's telecom policy and regulation in India? 
The goverrment has to be lauded for some of the most market- 
friendly measures taken by any liberalizing regime in the world. 
The Indian Government created one of the most progressive, for- 
ward looking regulators. TRAI, which has been the prime driver 
behind this huge revolution. 

TRAI has pretty much set a benchmark for any global regula- 
tory mechanism by creating open transparent disclosures of pri- 
vate and public operator assets, ensuring consumer-friendly pric- 
ing policies, introducing additional operators per circle, eliminat- 
ing called-party pays, revealing spectrum usage, disclosing indus- 
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networks at the earliest. 


Can you throw some light on the latest technological developments in the 

telecom industry? 

* Many service providers are in various stages of upgrading their 
core networks to be able to carry all IP traffic consisting of voice/ 
video/data efficiently irrespective of the transports. 

® NGN or Next Generation Networks are being rolled out or at: 
various stages of roll out among most operators—infrastruc- 
ture sharing of active components is being attempted— 
which could have huge potential to further improve cost lines 
should it become successful. The large operators are prepar- 
ing for MNP or Number Portability, while the regulators are 
looking to introduce MVNOs in the mobile arena. 

* From a VAS perspective, early deployments of the SDP 
Infrastructure have begun to go live among operators such 
as Bharti. 3G Infrastructure has been tested already by 
some operators, particularly BSNL and MTNL, and is 
expected to go live at least in some circles as soon as the 
regulatory permissions are obtained/spectrum is issued. 

• On the BWA, or broadband wireless access sector, there is 
tremendous movement as more and more operators are en- 
gaged in some form of BWA/WiMAX/outdoor Wi-Fi/propri- 
etary WiMAX deployements in pockets as standalone net- 
works zones to provide broadband connectivity to the area 
or as backend/drop back links/supplemental to primary 
broadband routes. y 

• We are also seeing some preliminary stages of in-door cov- 
erage solutions for GSM/CDMA in congested urban zones 
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where microwaves are fading out early due to excessive col- 
lisions. Unique solutions are expected to arise here too. 

e * A mix of broadband solutions are going to take over the 
challenge of completing the last mile—including wired 
(PON/ GPON/GEPON/DSL/VDSL) as well as wireless op- 
tions as listed above. 

* "The mobile device will become predominant (if not already) 
but will take on a new digital flavor as Internet access on 
mobile will become increasingly common. Local language 
content will take precedence and graphics/icon-based inter- 
face will penetrate rural markets in a bid to overcome illit- 
eracy or language barriers. 

• More music/content will be shared over mobile all over India 
than via any other stored magnetic/optical media as video 
sharing/streaming of personal and Bollywood content will 
be taken for granted. 

Telepresence/IPTV/Interactive Television/advanced Broad- 
band VAS services will begin to emerge as broadband pen- 
etration is expected to double by 2010. 


The next phase of growth in the industry will come from the rural India. 
How geared up are the telecom players to rise to the occasion? 

There is very little doubt that the next phase of growth will come 
from smaller towns in India and tier 2 and tier 3 towns. The 
available data compiled by MAIT, TRAI and others clearly 
point to a shift from metros and tier 1 towns to smaller towns. 
According to the annual industry report released by MAIT for 
2007-08, 68% of notebooks and 65% of desktops sold in 2007- 
08 were sold in areas other than the top eight towns. This is as 
opposed to 15% and 35% for notebook and desktop sales respec- 
tively in 2002-03. This very vividly shows the future trends. The 
telecom policy of 1999 has a goal to increase the rural tele- 
density from 0.4% to 4% by 2010. TRAI and DoT have made 
very conscious efforts to meet these goals and have put policies 
in place that will help and encourage even private players to 


| 


ооз, ТЕАТ cut interconnectivity and 


With the recent spectrum alloca- 


meet these goals. For example, measures such as excluding ге+- 
enue from rural subscribers to be excluded from AGR (Adjusted 
Gross Revenue) and putting in place the Access Deficit Charge 
to be paid by service providers to contribute towards the Univer- 
sal Service Obligation fund. This fund will be the key to make 
rural telecom growth story more realistic. Infrastructure sharing 
(sharing of towers) by various private and public operators will 
ease the burden off the private players, reducing the cost bur- 
dens associated with low user density in rural areas. These 
measures are showing their value, and we are beginning to see 
the start of a new growth story in Indian telecom market tha: is 
driven by rural areas. 


How do you visualize the future of the industry? 

Unclear wireless spectrum policy is by far the biggest challenge 
faced by the Indian telecom industry. We see a huge demand for 
the broadband and telephony service that is today unmet. Broad- 
band wireless services like WiMAX can address these gaps. 
Moreover, it is quite likely that mobile broadband services like 
3G will enable a lot of subscribers from smaller towns to aceess 
the Internet on mobile phones instead of PC. With clear industry 
efforts to produce cheaper 3G handsets, many rural users could 
actually find it appealing to go for a 3G handset to access parts ol 
the Internet that are relevant to them instead of a PC. One of the 
reasons broadband penetration has been low in India so far is the 
lack of relevant content for masses. If socially relevant content is 
developed, we do not see why it will not be consumed. For example. 
a farmer in rural Karnataka might not be interested to invest in а 
PC and broadband/Internet connection unless he understands 
the value. But a mobile Internet application that helps him finc 
best value for his produce definitely will interest him. So the key 
to success and future growth in Indian telecom industry is to keeg 
local socio-economic conditions in perspective, instead of expect 
ing that the Internet, as it exists today, will appeal to villagers ir 
the six odd lakh villages in India. 


three-fifth of its stake in its telecon 


calling rates; incoming calls were made 
free, which opened the doors wider for the 
telecom space. TRAT' policies also gave 
an impetus to the international telcos to 
invest and bring in their technology and 
brand to India. And with 74% FDI limit 
on the telecom market, more interna- 
tional players have ventured into Indian 
telecom sector. With British Teleco and 
the world's largest operator Vodafone 
investing $10.8 bn to buy a 52% stake in 
Hutchison-Essar, India is making its 
presence felt strongly in the global 
telecom arena. The Department of Tele- 
communications (DoT) has given its ap- 

‚ ргоуа! to TRAT's recommendations to al- 
low service providers share active infra- 
Structure. This move is in the right direc- 
tion, and it is going to help telcos further 
reduce tariffs and cut their expenditure 
by well over 50%. 


tion, several private players such as 
Swan Telecom and Unitech have en- 
tered into the lucrative telecom sector. 
Entry of new private players into 22 
circles spanning across the country, is 
expected to add to competition, and 
subscribers are likely to garner maxi- 
mum benefits from this industry. More- 
over, the change in the policy stance im- 
plies that new players who are allotted 
spectrum can completely ride on the in- 
frastructure of existing players and 
launch services within a short span. But 
on top of all, there is no market except 
India that adds to over nine million sub- 
scribers every month. Even the global 
telecom biggies are ready to pay signifi- 
cant premia to enter Indian market. In a 
great rip-off, Unitech, the number two 
property firm in India has divested 


arm to Telenor, the world's seventl 
largest carrier, for Rs 6,120 cr. This i: 
almost four times the Rs 1,658, the 
Norwegian telco, Telenor, had shellec 
out for a 22-circle 2G license earlier thi: 
year. And this has marked the entry of: 
large operator from Scandinavia 
Telenor was eyeing the Indian marke 
for quite some time. And, given its al 
ready strong presence in Pakistan an« 
Bangladesh, it makes sense to expanc 
its operation to the lucrative India: 
market too. The Unitech deal was pre 
ceded by Abu Dhabi-based Etisalat’: 
move to acquire a 45% stake in Swar 
Telecom, the telecom arm of a Mumbai 
based real estate company, for $90( 
mn. This deal valued Swan Telecom a 
$2 bn. The rush of deals, even in times o 
credit market turmoil, shows the inher 
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Wireless 15 the miracle technolegy underpinning 
the dramatic growth of phones in India. The sub- 
scriber base is expected to grow to from 300 mil- 
lion today to around 500 million by 2012. This 
would nave been an impossible dream a decade 
ago when there were less than 20 million phones. 
Everything about India's wireless revolution is im- 
pressive compared to globa! norms—lowest call 
charges, highest minutes of use per subscriber, 
lowest cost of phones and largest subscriber adds 
per year Cell phones nave enhanced personal pro- 
ductivity. reaching even the weakest segments of 
our society. The impact of such wicespread mobile 
phone services to GDP growth has not been ргор- 
eriy quantified, but is surely significant. 

A number of factors came together to make 
mobile telephony such a success in India. The 
most important enabler was a pragmatic telecom 
policy announced in 2001 allowing cost sharing 
for the spectrum license. Other factors include the 
availability of mature technologies such as GSM 
and 1xRTT in high volume production at very 
competitive pricing; the growing Indian economy 
that brings large sections of the population into the 
middie classes, making cell phones affordable; and 
finally, the easy availability of international credit to 
fund the expansion of wireless networks. The last 
two, are now likely to be constrained by the current 
global economic problems. 

The naxt revolution in India is wireless broad- 
band, and this will do for small and medium busi- 
nesses users what cell phones have done for the 
personal user. The services offered by cell phone, 
impressive as they are, will be overshadowed by 
those enabled оу broadband wirelessInternet. This 
wireless Internet will be a business productivity tool 
as much as the phone has been an agent for per- 
sonal productivity. A whole range of new business 
activity will be enabled further, accelerating eco- 
nomic growth. WiMAX is set to become the first 
technology tor deploying mobile Intemet services 
in India. 
4G Broadband Access Technologies 
Two 4G tecanologies are good candidates to de- 
liver mobile Internet services. The most promising 
immediately for India is WIMAX, a techmology stan- 
dardized by пе IEEE in 2005. WiMAX uses MIMO- 
OFDMA (Multiple Input Multipie Output-Orthogo- 
nai Frequency Multipie Access) technology, 
which is universally acknowledged to be the most 
efficient approach for mobile broadband. WiMAX 
offers up to 20 Mbps peak on the down link at high 
vehicular speeds and is easily a factor ten better 
than 3G technologies. 
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Promise of WiMAX — The Next Wireiess Revolution 


WiMAX enjoys worldwide momentum and 
has been adopted by over 300 carrier networks. 
Major nationwide mobile roll outs include Sprint- 
Clearwire in the US, KT Network in Korea, and UQ 
Network in Japan. The Sprint Network is already 
commercial and the other mobile networks are at a 
pre-commercial stage. Many more fixed networks 
have been turned on. There are over 400 compa- 
nies inside the WiMAX ecosystem building WIMAX 
technology. All major cellular infrastructure suppli- 
ers (Telecom Equipment Manufacturers or TEMs) 
otter WIMAX technoiogy. There are aiso at least four 
major WiMAX semiconductor vendors, including 
Intel. Over 20 ODMs (Original Design Manufactur- 
ers) and OEMs (Original Equipment Manufactur- 
ers) build WiMAX terminal solutions. WiMAX IP is 
widely held and this has driven down IP cost 
overheads, unlike 3G technology. More than 30 
Indian companies work in WiMAX and are well- 
positioned to supply hardware and software ser- 
vices. Interestingly, the leading semiconductor 
supplier in the world is Beceem Communications 
Inc.—a company with its main R&D team in Ban- 
galore. All these factors make WiMAX well suited to 
meet Indian needs. 

The alternate technology to WiMAX is 3G LTE 
(Long-Term Evolution) and is expected to be ready 
by 2011, and now, perhaps, delayed by a year or 
more due to the worldwide economic contraction. 
LTE uses identical technology as WiMAX (i.e., 
MIMO-OFDMA). It is however heir to prime 3G 
spectrum. Another broadband technology is 3G 
HSPA, which is an enhancement of voice-centric 
CDMA-based technology; however, the current 
HSPA is significantly slower than WiMAX. 

For ali these reasons, WiMAX is the best choice 
for rolling out broadband wireless in India today. 
However, 3G-based technologies will also find a 
share of the market at later points in time. 


Mobile Internet Networks in India 

The availability of broadband access will usher in 
the era of the Mobile Internet. This is likely to migrate 
internet access from desktop PC to shirt pocket 
terminals. Mobile Internet technology can also 
serve fixed terminals, much like mobile voice tech- 
nology is used for (fixed) wireless local loop. Mobile 
Internet infrastructure will be similar to the current 
cellular systems. Cell sizes can be large in rural re- 
gions with 8-9 mile cell radius using high base sta- 
tion towers and one mile cell radius in urban deploy- 
ments. Mobile Internet can share passive infrastruc- 
ture with current cellular operators. The terminals will 
range from cell phone, like handsets that offer voice 
and Internet access, small notebooks/Mobile 











Intemet Devices (MIDs), fixed terminals, consume 
electronics and even surveillance sensors. 

Essentially, any application that runs on IP proto 
Col today (or in the future) can be delivered efficiently 
over mobile Intemet. These may include Web search 
ing and browsing, e-mail, instant messaging, һап! 
transactions, online shopping, rail/air booking, stream: 
ing video and audio, voice (VOIP), Web 2.0, and socia 
networking. Enterprise users may use other applica- 
tions such as customer support and online ordering. 
Local and city govemments may have security appli- 
cations such as video monitoring and e-governance. 
Machine-to-machine transactions will increasingly 
dominate mobile Intemet after 2012. | 

The user segments for mobile applications ігу 
clude the general public, school and college stu- 
dents (text books accessed online), mobile work- 
ers (food, parcels, mail delivery workers, repair tech- 
nicians, doctors), security personnel (police, facil- 
ity security), vehicles (road vehicles for status 
monitoring, aircraft at a/ports, ships in harbor), and 
later, all kinds of consumer electronics from cam- 
eras to video players, with machine-to-machine 
connections far outnumbering human in-the-loop 
connections. The key advantage of mobile Internet 
is that it will provide access with very low cost 
devices—in the range Rs 1,500-2,000 at the low 
end. Moreover, Internet access will be 24x7 and will 
be accessible at very high speeds. 

Mobile Internet can become the virtual infra- 
structure—enabling a variety of transactions for the 
public without the need for physical transportation. 
Tele-commuting, video/tele-conferencing for busi- 
ness or government meetings, telemedicine, tele- 
education are some examples. In an era of rising oil 
prices, this e-technology can offer valuable pro- 
ductivity savings. My estimate is that an average 
Indian user will see a productivity boost of Rs 2,500 
per year. This will add Rs 50,000 cr to the GDP 
when mobile Internet reaches 200 million users. 


Outlook 

Mobile Internet enabled by broadband wireless 
technology can bring a huge value to India. WIMAX 
is a broadband wireless technology that is ready for 
deployment in India. The value of mobile Internet 
will be huge, driving business productivity, spurring 
growth, increasing jobs and accelerating eco- 
nomic growth. The Indian Government has an- 
nounced its spectrum policy on Broadband Wire- 
less Access recently, and the priority now is to carry 
through the spectrum auctions so that carriers can 
roll out the networks in 2009. 2 


— Arogyaswami Paulraj 
Professor, Stanford University 
Stanford, USA 
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ent potential and the opportunities of 
the Indian telecom sector. “Buying 1пїө 
existing 2G licensees is probably the 
last easy option for those seeking an 
entry into India,” comments Arpita Pal 
Agrawal, Telecom Analyst and Associ- 
ate Director at  Pricewater- 
-houseCoopers (PwC), as quoted by 
leading financial daily ЕТ. “At least, it 
will give them a play in the Indian mar- 
ket. The impending Mobile Number 
Portability (MNP) will give them a 
chance to build market share in this 
tough market,” she added. And more re- 
cently, the Japanese telecom major 
NTT DoCoMo has acquired 26% of Tata 
Teleservices (TTSL) which highlights 
the vibrancy of Indian telecom sector. 
The deal struck at $2.7 bn (Rs 12,770 cr) 
values TTSL at Rs 50,270 cr which is 
higher zhan the market capitalization of 
TTSL's rival, Reliance Communications 
(RCOM) which is the largest CDMA 
(Code Division Multiple Access) player 
in Indis. Now TTSL is mulling to enter 
the GSM (Global System for Mobile 
Communications) space as well, and 
NTT DoCoMo has said that it is looking 
at an upside from the GSM rollout. More 
importantly, NTT DoCoMo itself pos- 
sesses significant know-how in the 3G 
area, and this agreement is therefore ex- 
pected to support TTSL over time. 


New ring tones 

After creating an image of being an at- 
tractive destination for both mobile 
networks manufacturing and related 





R&D, the country looks all set to offer 
similar opportunities for WiMAX. 
Leading WiMAX players across the 
globe, such as Beceem, Alcatel-Lucent, 
Alvarion, Telsima, Wavesat and 
Motorola, are making a beeline to the 
Indian market and viewing India as 
one of the bases for WiMax software 
development. They are also planning to 
house their manufacturing base in 
India in the near future. According to an 
estimate, network majors who have 
manufacturing and R&D facilities have 
already made a total investment of 
nearly $2 bn in India towards WiMAX. 
According to an estimate by C S Rao, 
WiMAX Forum's India Chairman, 
around 2,000 engineers are already en- 
gaged across the industry to develop 
WiMAX-enabled devices, application 
software. He further added that about 
50% of global software development for 
WiMAX is now taking place in India. Be- 
sides the global players eyeing the Indian 
market, several WiMAX-related 
startups have also emerged. US-based 
Telsima has tied up with TTSL on its 
WiMAX initiative; Sloka Telecom, which 
has been developing WiMAX networks 
in France, Brazil and Indonesia, is also 
eyeing the Indian market. *More than 
60% of software development is happen- 
ing in India. About 50 people work at our 
facilizty and once the spectrum is avail- 
able and roll out starts, the number is 
expected to increase," comments Raj 
Iyer, Telsima's VP for manufacturing. 


In the corporcte jungle, 
predators often look harmless. 


Get an edge. 
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Whatsoever, unclear spectrum polic 
the government now seems to be th 
biggest challenge encountered by th 
Indian telecom industry. But undeni 
ably, there is a huge demand for th 
broadband and telephony services tha 
is today unmet. Broadband wireles 
services such as WiMAX/3G can plu 
these vacuums. Moreover, it is expecte: 
that mobile broadband services like 30 
will add to the subscribers and will en 
able a lot of subscribers from smalle 
towns to access the Internet on mobili 
phones instead of PC. With clear indus 
try efforts to manufacture cheaper 3€ 
handsets, many rural users could in faq 
find it tempting to opt for a 3G handset 
instead of a PC, to access parts of thi 
Internet that are relevant to them. 

Mobile penetration in the country i: 
just about 25. So there lies huge untappec 
opportunities in this sector. India is : 
huge market for telecom industry, anc 
with smart investment and strategy, th: 
industry would definitely generate mas 
sive revenues in the long run. Whil 
Bharti Airtel, Vodafone and Reliance an 
the reigning big shots in the industry, witl 
an average addition of nearly nine millior 
subscribers every month, the clarion cal 
has already reached the newer operators 
including the foreign players, to rise up t 
the occasion. ш 


Future perfect 
7 


Y Bala Bharathi and Sanjoy Dt 


Reference # 01M-2008-12-12-0: 





Executive MBA Program 


for working executives 


An MBA Like No Other 


For more information, visit www.iutripura.edu.in/exemba 


| Chartered Financial Analyst 


У_ 














Erasing 
the distance 
between 





Send money to loved ones from 
BE F EF T anywhere, through our 
cE we ee ga RTGS/NEFT/SBGPRT system. 
В І ix S It's speedy & hassle-free. 


АП уоп need is your account number 








& branch IFSC code, or simply, log on 
to www.sbhyd.com/ visit our nearest 


branch. No more anxiety & tension of 
“Will my money reach, and on time!” 


6 SB H Modern | Innovative | Dependable. 


Lz Ч AP Вее 


State Bank of Hyderabad 
A new face of Public Sector 
Call : 1800 4254055 Website: http/ /www.sbhyd.com 











Ш THE ANALYST 500 





Textile 








А Stitch in Time 


The global financial meltdown has undermined the viability of the industry. 
With a serious contraction in both export and domestic demand and a 
liquidity crunch, majority of the players are struggling for survival. 


ndian textile sector has become a 

decisive part of the Indian economy 

with large and diversified seg- 
ments that give a wide variety of prod- 
ucts. Its unique capabilities to main- 
tain and manufacture high quality 
products or. demand have given it an 
aura of invincibility. Following the 
phasing out of the quota regime from 
the beginning of 2005, the success story 
of the textile industry turned upbeat. 
The flow of export orders escalated and 
it attracted huge investments in differ- 
ent segments of the industry. It has 
grown phenomenally with an immense 
manufacturing base. It is the second- 
largest employer after agriculture, di- 
rectly providing a livelihood to 35 mil- 
lion people. The indirect employment is 
estimated at around 50 million. It ac- 
counts for about 11% of the country’s 
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exports and 4% of GDP. The immense 
raw material base in India keeps on 
gathering strength with growing pro- 
ductivity and production of cotton and 
man-made fibres. 

Amidst the booming global demand 
for Indian textiles, the past several 
vears have proved to be a defining phase 
for the industry. However, time has 
taken an unusual turn in the last sev- 
eral months. The sector was cursed by 
the adverse impact of the rupee appre- 
ciation against the greenback over the 
course of last year, and it is now facing 
another blow from the ongoing global fi- 
nancial meltdown and a weaker US de- 
mand. The sector seems to be in a static 
mode, and the textile exporters have 
been finding it difficult to continue with 
their financial losses, even after several 
sops have been announced by the gov- 


ernment to redress their woes. At the 
same time, the sector is plagued by low 
competitive position pertaining to the 
non-availability of good quality raw 
materials, low level of technology, poor 
automation and, to top it all, lack of in- 
tegrated supply chain. 


Worrying times 4 
The global liquidity crunch has an ad- 
verse impact on the Indian textile sec- 
tor. Even though the rupee has depreci- 
ated against the greenback, it has 
brought no relief to textile exporters be- 
cause of the financial turmoil in their 
main export markets, the US and Eu- 
rope. Half of the country's textile and 
apparel output is exported to the US 
and Europe. The slow and sluggish 
mode of the world economy has eroded 
consumer confidence and unfavorably 
impacted the demand for textiles and 
clothing. This has caused a slow growth 
rate in India's textile industry. Textile 
exports in 2007-08 were $22 bn, against 
the target of $25.06 bn. Share of textiles 
in the country’s total export too dropped 
to 13.5% in the last fiscal, from 15.16% 
in 2006-07. Exports in certain items 
like cotton and man-made yarn and fab- 
ric have seen a sharp decline ranging 
between 17% and 19% in September 
2008. According to the Synthetic and 
Rayon Textiles Export Promotion Coun- 
cil (SRTEPC), “The general atmosphere 
is prohibitive for the importers and buy- 
ers in most of our main markets, as 
there is a fear of bigger slowdown due to 
which they are not opening letter of 
credits...this is near fatal for our ex- 
ports.” 

A weak rupee would have encour- 
aged the competitiveness of exporters 
since their real income in rupee terms 
would have been on an upward trendy 
but the low spending power of the US- 
based customers has lessened their 
profit margins, and the US customers 
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А Stitch in Time 








- INTERVIEW 


“We need to go a long way, and the present depressing environment should not arrest 
our perspective as well as effective action." 


How do you view the current scenario of India's textile industry, which 
was one of the worst victims of the currency disorder in the past? 
The appreciation of Indian rupee against the dollar in the 


past had adversely affected the Indian tex- 
tile exports. With depreciation of rupee 
against dollar in recent months, the pros- 
pects of Indian textile exports are definitely 
better and international competitiveness 


N the industry has improved. 


How do the global factors like the unprecedented 
rise in global commodity and oil prices and low 
consumer spending, especially in the US, affect the 
textile exports of India? 

After a period of continuous rise, the global 
commodity prices have fallen steeply. Cot- 
ton prices have also tumbled to levels which 
were not seen in the past by the industry. 
This is the influence of global economic 
meltdown. However, Indian price of cotton 
has not followed the international price 





S P Oswal 
Chairman and Managing Director, 
Vardhman Group, Ludhiana, Punjab 


India. It has a negative influence on the cost of mill sector 
Unless the government comes out with a clear policy of pricing 
of cotton sold to domestic industry by CCI or other procuremen! 


agencies, which reflects the internationa 
price trend, the industry in India will have t 
bear the negative influence of the higher pric« 
of cotton. 

Consumer spending in US and other de 
veloped economies is coming down because o 
the recession. This will undoubtedly have : 
great influence on the total world trade o 
textiles. Other competing countries like 
China, Pakistan and Bangladesh have come 
out with policy initiatives to support textile 
industry through special incentive packages 
Indian textile industry also looks forward t« 
proactive government initiatives in this re 
gard, failing which, the industry may lose it: 
market share to its competitors. 


Indian textile industry is the second largest in the world after China; it һа 


trend. By comparing the present ruling prices with that a year 
before, we will find that this mismatch has happened due to 
the sharp increase in the Minimum Support Price (MSP) in 


bare asking for huge discounts. The un- 

^ sound global financial conditions may 
not help the exporters meet their export 
target in the current fiscal. According to 
Amit Goyal, President of the Confedera- 
tion of Indian Apparel Exporters (CIAE), 
“Last year, when the rupee appreciated 
at Rs 38-39 against the dollar, exporters 
headed for hedging options and booked 
dollars at Rs 40-42. Now when the dollar 
has breached the Rs 50-mark, they cant 
reap the benefits." 

Conversely, the benefits from the 
depreciation of rupee are offset by grow- 
ing input costs, as cotton prices have in- 
creased more than 30% in the past year. 
The high cost of borrowing too is a mat- 
ter of concern for the industry. An up- 

Мыке in the domestic cotton prices since 
mid-2007 has posed an immense 
threat to the growth prospects of the 
sector. Cotton prices shooting up to 
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Rs 30,000 per candy in June 2008, from 
Rs 18,000 per candy in 2007, have hit 
the industry adversely. This unexpected 
rise in the cotton prices is certainly the 
direct outcome of a demand-supply mis- 
match caused by the cotton exports to 
the tune of 100 lakh bales in 2007-08, 
which is far more than 65 lakh bales 
estimated by the Cotton Advisory 
Board. This has forced several mills to 
down shutters, reduce working days, 
and resort to labor layoffs to minimize 
their losses. PG Makhija, Executive Di- 
rector of Gujarat Ambuja Exports, 
opines, “It is ironical that we are a cot- 
ton producing country and yet the indus- 
try is starving for cotton.” Among other 
upsetting factors, domestic retail seg- 
ments have been affected harshly by the 
inflation, and the consequent price rise 
has resulted in a slowdown in domestic 
demand for clothing and apparels. 


been plagued by obsolescence, labor problems, raw material vagarie: 
and lack of modernization, including that of spindles. What kind of mea 
sures do you recommend to boost the competitiveness of the industry? 


Beyond the US market 

As a response to the disappointin; 
demand from the US, India’s leadin; 
textile players are exploring nev 
markets by targeting Asia, Latii 
America and Africa to boost the ex 
port of textiles. Some of them аг 
even setting up factories in China 
“Imports by the US and Europe is re 
ducing... their economies are movinj 
towards recession... so it is very diffi 
cult to export from here to the US am 
Europe", says Shankersinh Vaghela 
Union Minister of Textiles. However 
though large textile mills might b 
successful in weathering the storm b: 
diversifying and seeking other mar 
kets, in this process, the small textili 
businesses may not be successful 
India's export target of $55 bn b: 
2012 would be more 'difficult' to mee 
in the wake of the financial crisis. 


| December 2008 110 


The Analyst 500 


о ео 


Measures to ensure the long-term competitiveness of the in- 
dustry include: 


* The Central Government must ensure that all direct and 


indirect taxes of State Government, which are not re- 
funded today because cf the present mechanism of compu- 
tation of duty drawback, should be integrated for the pur- 
pose of drawback calculation. 

* Labor law flexibilities, especially for the garment sector 
at least, must be brought under the legislative framework. 

e Cross subsidy in power supply to industry should be abol- 
ished so that the power tariff of the industry is determined 
on fair and commercial principles, as enshrined in the 
Electricity Act, 2003. 

* The government should come out with a clear policy of 
subsidy given to farmers who grow cotton so that there is 
no burden on textile industry because of MSP (which often 
results in prices of cotton in India being higher than inter- 
national prices). 

* The government should ensure that TUF interest subsidy 
is disbursed on a quarterly basis. The backlog of subsidy 
of Rs 2,000 cr, due for more than cne year, should be 
cleared forthwith. Such a large amount of recoverable from 
the government will choke the industry and deprive it of 
the much-needed finance. It is apprehended that there will 
be an extreme shortage of funds in the coming months, 
part:cularly when the industry has been passing through 
a difficult period and credit has become scarce. 


The govemment's recent decision to raise the minimum support price of 
cotton has been a much debated issue of late. How will it impact the 
textile players? 


definite negative impact on the industry's competitiveness, 
less the pricing policy of cotton ensures that there is no burder 
of subsidy on mills. The policy of pricing of cotton should be 
based on export price (at which cotton can be exported). 


I have already mentioned that the increase in MSP will "à 


Where do you see the industry in five years from here? 

The textile industry is employment-oriented, and I believ: 
that the government will not allow this industry to be in limb 
because of lack of government decisions. The country made 
good efforts during the year 2005-06 and 2006-07 towards th« 
expansion and modernization and also correcting the struc: 
ture of the industry. The investment of $15-16 bn in textile 
industry bears testimony to the success of efforts made by the 
industry after the announcement of TUF policy and the leve 
playing field ensured by the Union budget 2004-05. Unfortu: 
nately, we have been facing difficult times of late because 0 
the appreciation of rupee in the recent past and now because 
of the impact of the financial tsunami’ from the US markets 
However, we must remain fully dedicated to the commitment 
given by the Prime Minister of India in his speech delivered at 
the Textile Summit, in 2007, that envisioned India not as a 
poor second to China but as a strong second instead. If that 
vision has to be achieved, we need to go a long way, and the 
present depressing environment should not arrest our per- 
spective as well as effective action. Long-term goals should 
remain intact and temporary measures need to be taken tc 
help the industry ride out this storm. We believe that the 
industry shall have a bright future, and it has the potential tc 
contribute $50 bn per annum to our foreign exchange reserves 
and create 12 million additional jobs by 2012. 


Despite the ongoing troubles, the 
growth prospect seems to be brighter in 
near future mainly because of the 
recessionary trend in China, the global 
leader in textile business. The Chinese 
textile sector has lost its competitive 
edge in the last one year, as a result of 
escalating labor charges and price of 
yarn, fabrics and garments. China's ex- 
port to the US has gone down by 3.1% to 
$18.27 bn till July 2008, from $18.86 bn 
during the same period a year ago. This 
has certainly helped the Indian textile 
sector regain confidence in the interna- 
tional market. But the sector continues 
to face a strong challenge from Vietnam 
in textile exports to the US and Euro- 
pean markets. 

To boost the growth tempo. the role 
of the government is crucial. The bur- 
geoning cotton price poses a serious 
challenge то the textile players. A few 
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remedial steps taken by the govern- 
ment, such as scrapping of 10% import 
duty on cotton, extra countervailing 
duty of 4% on cotton imports and mak- 
ing registration of export contracts com- 
pulsory, have somewhat been helpful to 
the sector. Experts opine that unless 
cotton exports are reviewed from time 
to time, the crisis would be far from 
over. However, despite the present 
problems, Indian textile companies are 
very much optimistic and positive 
about the future. The growth highly de- 
pends on consolidation of the industry, 
moving up the value chain, and deliver- 
ing better quality at effective rates. 
Hence, speeding up the pace of modern- 
ization for improving operational effi- 
ciency and looking out incessantly for 
some value addition in all key processes 
are the need ofthe hour. If we look at the 
long-term competitiveness of exports, 


the disturbing reality is that raw mate. 
rials and intermediates contribute 
more to success than the finished prod- 
ucts. This clearly indicates that there is 
a need for more investments to fix the 
weak links of the manufacturing chain, 
like weaving and processing. 


Looking ahead 

To beat the increasing competition from 
countries such as China and to survive 
and thrive, the industry must adjust it- 
self to the new dynamics by investing in 
operations that have the scale and scope 
to generate efficiencies. Going ahead, it 
should move from being a low-cost and 
low-value supplier to a high-value sup- 
plier and, more importantly, develop glo- 
bally recognized brands and labels. m 


— N Janardhan Rao anc Siba Prasad Pothal 
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Inflation, Money Supply and Milton Friedman 


A Tribute to the Champion 
of Laissez-Faire 





While the significance of Friedman s contribution to economic theory is 
well-known. the policy advice he gave to several governments throughout 
the world remain valid even today, more so for the current economic policy- 
making scenario in India. 


— G Bhalachandran 


Department of Economics, Sri Sathya Sai University, 


Prasanthinilayam, Andhra Pradesh 


— Suresh Chandra Babu 


Senior Research Fellow and Program Leader 


International Food Policy Research Institute (IFPRI), Washington DC 


If Milton Friedman had not existed, it 
would have been necessary to invent him. 
- Paul А Samuelson 


he current level of sharp price 
rise in [ndia has its political and 
ecoromic implications. The re- 
sults of next year's general elections, 
among other things, may crucially de- 
perd on how effectively the double-digit 
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inflation could be curtailed in the next 
few months. The current level of infla- 
tion, which is the result of both demand 
and supply side factors in general, has 
certainly been induced by the high level 
circulation of money supply, both white 
and black, that is seemingly generated 
from higher nominal wages in several 
sectors of the economy, with the ongoing 





real estate boom adding to it. These are 
starkly similar to the challenges that 
Professor Milton Friedman addressed 
throughout his professional career. 
Friedman gave a new life to quantity 
theory of money, arguing that increases 
in prices 1п an economy are always pre- 
ceded by increases in the growth rate of 
money supply. He also argued that 
sharp changes in money supply could 
trigger downturns and upturns in total 
economic activity. Friedman’s theories 
remain highly relevant to most of the in- 
dustrial economies, more so to currently 
fast growing economies like India. 

With the passing away of Milton 
Friedman, at the ripe age of 94, on No- 
vember 16, 2006, the world has lost one 
of its esteemed champions of freedom 
and a forthright advocator of the 
laissez-faire philosophy in modern 
times. As another anniversary of his 
demise rolls over, it is the right time to 
reflect on his contribution to economic 
theory and policy as an unparalleled ge- 
nius. While Friedman vanquished the 
concept of orthodox Keynesianism, he 
established how free markets can be 
‘humane’. A forerunner to compassion- 
ate capitalism, touted widely for politi- 
cal purposes these days, he argued that 
free markets would bring greater free- 
dom and better living standards to the 
less developed countries. After the 1991 
crisis, India decided to go the Friedman 
way by reducing trade barriers, liberal- 
izing tax systems, privatizing public 
sector units and making the private sec- 
tor expertise available to the economy, 
and letting the investors decide stock 
values and bond yields. As a result, a 
stable path of growth is ensured to the 
country for the past 18 years. 
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Friedman had advised Indian policy 
makers in the past. Way back in 1955, 
when the US government had sent 
Friedman to India as an adviser, he 
tried his best to convince the policy 
makers of India about the virtues of free 
markets and the benefits that would 
flow out of them. 

In his Memorandum to the Govern- 
ment of India, dated November 5, 1955, 
he observed, “A 5% per annual rate of 
increase in real national income seems 
entirely feasible, on the basis of both 
the experience of other countries and of 
India's own recent past. The great un- 
tapped resources of technical and scien- 
tific knowledge available to India are 
the economic equivalent of the un- 
tapped human resources available to 
the US one hundred fifty years ago.” He 
was firm when he advocated the 
“method of the social and ecenomic ar- 





rangement” which would “best promote 
these potentialities into realities, while 
at the same time, maintaining freedom 
and democracy” to which India is wed- 
ded and “giving ever widening opportu- 
nities to the mass of the Indian people.” 
When he wrote this, he was fully aware 
of the positive and negative sides of the 
Indian economy and his solutions were 
not only optimistic but also pragmatic. 
They remain so even today. But his sug- 
gestions were ignored then, perhaps, for 
right reasons. Friedman was convinced 
that his views would take time to reach 
policy makers and prevail upon the 
policy frame of the Indian economy. His 
memorandum has remained a compul- 
sory reading for the Indian poliey mak- 
ers over the last five decades. 
Friedman’s clarity, conviction and 
exposition are due to his deepest love 
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for the study of economics. He once said, 
“My life as an economist has been the 
source of much pleasure and satisfac- 
tion. It is a fascinating discipline. What 
makes it more fascinating is that its 
fundamental principles are so simple 
that they can be written on one page 
that anybody can understand them and 
yet that very few do.” 

Friedman, born in 1912, to Sarah 
Ethel and Jeno Saul Friedman of 
Czechoslovakia, had a humble begin- 
ning in Rahway, NJ, USA. After school- 
ing at Rahway, he decided to be inde- 
pendent and joined Rutgers University 
to study Mathematics. Two of his teach- 
ers influenced him most: Arthur F 
Burns and Homer Jones. His interest 
got shifted to Economics. Burns shaped 
his understanding of economic research 
and recommended him to pursue his re- 
search in Economics in University of 


What makes economics more fascinating is that 
its fundamental principles are so simple that they 
can be written on one page that anybody can 
understand them and yet that very few do. 


Chicago under a vibrant, intellectual 
atmosphere. Henry Schultz and Harold 
Hotelling were responsible for his 
securing a fellowship at Colombia Uni- 
versity, where he obtained a rigorous 
mathematical economics training. Af- 
ter a year, when he returned to Chicago, 
his friendship with W Allen Wallis 
helped him to form his ‘Theory of Con- 
sumption’. Later, at the National Bu- 
reau of Economic Research, with the 
help of Simon Kuznets, he composed his 
doctoral thesis and submitted it to Co- 
lombia University. It gave clear exposi- 
tion of the concepts of permanent and 
transitory income. 

In 1938, Friedman married Rose Di- 
rector, a fellow Economics student, who 
was also an active partner all through 
his professional life. With the help of 
Rose Friedman, DF Brady, and Marga- 


Income Hypothesis’, which had becom 
his classic contribution. Through this 
theory, he expounded that short run 
changes in income had a much smaller 
impact on consumption spending than in 
Keynesian theory, implying that the 
economy's inherent stability was greater 
than had previously been realized. 

In 1945, he settled down at the Chi- 
cago University and made it his intel- 
lectual home. At the instance of Arthur 
Burns, Friedman rejoined the staff of 
the National Bureau and began his 
study on the role of money in the busi- 
ness cycle. At the Bureau, with the helpd 
of Anna J Schwartz, he carried out his 
theoretical and empirical analysis. It 
has to be noted here that when fiscal 
policy was in its prime and monetary 
policy was viewed impotent, Friedman 
almost single-handedly restored money 
to the center of the macroeconomic 
analysis. He argued that the United 
States’ business cycles were attribut- 
able to excessive fluctuations in the 
money supply, a lesson that India could 
use in the current economic situation. 

At Chicago, with the help of free 
market economists, he established the 
School of Monetarism which upholds 
the central economic importance of the 
money supply. The platform he used for - 
this purpose was the Money and Bank- 
ing Workshop. In this, graduate stu- 
dents, scholars and visitors presented 
papers to receive Friedman’s sugges- 
tions, approval and disapproval. 

In 1950, he was in Paris as a con- 
sultant to the US government agency 
administering the Marshall Plan. His 
major assignment was to study the 
Schuman Plan, the precursor of the Eu- 
ropean common market. During this pe- 
riod, he evinced a great interest in 
studying the impact of floating ex- 
change rates. During 1953-54, he vis- 
ited the Cambridge University as a 
Fulbright Professor. At that time, he 
profited much from the company of DH | 
Robertson, Joan Robinson, Richard 
Kahn and others. 


ret Reid, he developed the rrt | 
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During the early 1960s, he was in- 
nins drawn into the public arena, 
which he considered a minor avocation. 
Meanwhile, in 1968, in his Presidential 
Address to the American Economic As- 
sociation, Friedman introduced the 
‘Natural Rate Hypothesis of Unem- 
ployment', which has since been 
mainstreamed as a core economic 
thought. Sometimes called the ‘Mon- 
etarist Paradox’, and as Vivek Moorthy 
puts it in his article “Legacy of Fried- 
man vs. Keynes” (The Hindu Business 
Line, November 16, 2007), the 

ypothesis reveals that easy monetary 
licy will lead to high interest rates 
and vice versa. 

Almost at the same time, with Pro- 
fessor Edmund Phelps, who was chosen 
for the Nobel Prize in Economics for 
2006, Friedman developed models 
(popularly known as ‘Phelps-Friedman 
Hypothesis’), in which, when nominal 
wages go up because of increases in 
prices, workers mistakenly believe that 
the real wage has risen and so are will- 
ing to work more. Thus, in the short run, 
until workers realize that the higher 
nominal wage is merely a result of a 
higher price level, an increase in the 
nominal wage is associated with a 

higher level of output and less unem- 
| nn In these models, they have 
shown that the slow adjustment of 
wages arises from workers' slow reac- 
tion to or imperfect information about 
changes in prices. This strikes a simi- 
larity with the recent trends in nominal 
wages and economic growth in various 
sectors in India in recent years. Further, 
this theory holds sway at major central 
banks today. 

In 1976, in recognition of 
Friedman’s “achievements in the fields 
of consumption analysis, monetary his- 
tory and theory and for his demonstra- 
tion of the complexity of stabilization 
policy", he was awarded the Nobel Prize 
in Economic Science. After his formal 
retirement in 1977, he continued his 
link with the University of Chicago and 
supported its research activities. In the 


last 10 years of his life, Friedman with 
his wife, “concentrated on promoting 
educational freedom through social 
choice policies, which allow parents to 
choose the public or private school that 
is best for their children". This reveals 
his concern for the freedom of choice in 
real life. Even his house in Vermont was 
christened as ‘Capital’ (for capitalism 
and freedom) to make known his deep 
commitment to the principles he cher- 
ished most. 

As a teacher, Friedman was match- 
less. Professor CH Shah, a renowned 
Agricultural Economist, who happened 
to be his direct student at the Univer- 
sity of Chicago, recollected in a private 
audience recently: “Professor Friedman 
kept up the tradition. I remember he 
used to enter the class quietly. He 
would sit on the top of the desk and 
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start the lecture in his own inimitable 
style of low voice but with firm state- 
ments. He would patiently listen and 
with equal patience reply. His logic was 
unassailable." He continued to say, 
*One can enter his office without any 
compunction or hesitation. He would 
spend a good deal of his time to answer 
questions of students. His participa- 
tion in seminars was very lively. And he 
would not mince words." 

Professor Friedman was a rare com- 
bination of scholarship and unostenta- 
tious humane personality. This is aptly 
revealed in an incident quoted by Pro- 
fessor Shah. “I was in Harvard Univer- 
sity. I worked on measuring preference 
of food as a part of demand for food and 
how taste would affect the demand for 
food and hence also the measurement of 
poverty. When I circulated that paper to 
my teachers, Prof. TW Schultz noticed its 


For achievements in the fields of consumption 
analysis, monetary history and theory and for his 
demonstration of the complexity of stabilization 
policy, Friedman was awarded the Nobel Prize. 


A Tribute to the Champion of Laissez-Faire 


importance. He not only invited me to 
give a seminar in the University of Chi- 
cago but also wrote to Prof. Vernon 
Ruttan to invite me to Minnesota. After 
the seminar, Prof. Schultz invited me for 
a lunch. As soon as Prof. Friedman came 
to know of this, he telephoned to Schultz 
and asked him why he had been not in- 
vited for the lunch session with Shah.” 
Many scholars have a fascination 
for nature and Friedman was no excep- 
tion to this. In this connection, Prof. 
Shah had this to say: “Professor Fried- 
man was invited by Reserve Bank of 
India for consultation and special lec- 
tures way back in 1966. At that time, he 
visited my residence in Mumbai. He ex- 
pressed his desire to visit the best part 
of Mumbai. I took him to Juhu Beach at 
6 o'clock in the evening. The setting sun 
was zooming in the sky with its spien- 
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dor and splash of divine colors. Profes- 
sor Friedman remarked, ‘I have never 
seen a sunset like this 
globetrotting tours." 
Friedman's theories and the policy 
advice he gave to several governments 
throughout the world remain valid 
even today, more so for the current eco- 
nomic policy-making scenario in india. 
Friedman will be remembered for a 
long time to come as a brilliant econo- 
mist by all for his contribution to the 
economic literature and as a caring 


in my 


and compassionate human being by all 
those who were fortunate enough to 
have interacted with him. m 
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Banking 


Towards Financial Inclusion 





Indian Banking industry needs to create conditions to empower the 
marginalized and unbanked sections of the society and thus facilitate their 
integration with the economic mainstream for sustainable development and 
financial stability. 





he inevitable is happening. The 

Indian economy, which was 

growing at an impressive pace, 
appears to be losing its steam, as the 
fallout of the global meltdown has all 
but swamped its track. The available 
data indicate that the GDP growth of 
the nation decelerated to a four-year 
low of 7.9% y-o-y in the first quarter of 
FY2008-09, with the prospect for 
FY2009-10 looking even more dismal. 
Given the fact that the subprime crisis, 
which triggered it all, emanated from 
the financial and banking sector of the 
US, it is anybody's guess as to what 
awaits the banking industry in the next 
couple of years. 

However, that has not stopped the 
Indian banks from claiming their right- 
ful positions in The Analyst annual list 
of Top 500 Indian entities. While State 
Bank of India, India's premier public 
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sector bank, occupies the 5" position, 
compared to 6^ in the last year's list, 
ICICI Bank—which was forced to come 
out with a clarification after its shares 
nosedived steeply this year, eroding its 
market capitalization by Rs 82,222 
crore, on worries about the bank's mark- 
to-market exposure to subprime US as- 
sets—sits at a comfortable position of 
8^. an improvement over its last year's 
ranking of 9. While the banking sector 
has done better than other sectors in 
The Analyst 500, the fact remains that 
the Indian banking industry has not vet 
realized its vast potential chiefly be- 
cause of the slow pace of structural re- 
forms and the presence of a large num- 
ber of unbanked in the country. Given 
the shakeouts and the changes that are 
taking place in the banking industry at 
the national and global levels, the In- 
dian banking sector will have to face 


and address quite a few challenges that 
include, among others, seeking and 
serving new markets, embracing tech- 
nology, taking a final call on 
outsourcing, and financial inclusion. 


Financial exclusion 

As the subprime crisis blew up in the 
face of the world financial markets, 3 
few observers reckoned that India 
would emerge relatively unscathed 
from the financial mishap that was fast 
engulfing the world. The reason given by 
these pundits was, however, a bizarre 
one: India, they surmised, is relatively 
insulated from the worst effects of the 
crisis because more than half of Indians 
do not even have access to basic finan- 
cial products and services, and hence 
what happens in the financial markets, 
at home and abroad, will have no im- 
pact on them. Though that sounds like a 
crude joke, it does highlight the extent 
and high percentage of financial exclu- 
sion of India's population. 

According to an estimate by Na- 
tional Bank for Agriculture and Rurat 
Development (NABARD), about 60% of 
India’s population has been deprived of 
access to appropriate, low-cost and safe 
financial products and services from fi- 
nancial institutions. The report sub- 
mitted by the ‘Committee on Financial 
Inclusion’ headed by Dr. C Rangarajan, 
Chairman, Economic Advisory Council 
to the Prime Minister, in January 2008, 
reveals that 45.9 million farm house- 
holds in the country (51.4%), out of a to- 
tal of 89.3 million households, do not 
have access to credit, either from insti- 
tutional or non-institutional sources. In 
spite of India’s vast network of bank 
branches and the banks’ extensive sup- 
port to agriculture and SMEs, only 27% 
of total farm households are indebted to' 
formal sources (of which one-third also 
borrow from informal sources). Farm 
households not accessing credit from 
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rmal sources as a proportion to total 
de households are especially high at 
95.91%, 81.26% and 77.59% in the 
North Eastern, Eastern and Central 
Regions respectively (see Table). As the 
report states, "Thus, apart from the fact 
that exclusion in general is large, it also 
varies widely across regions, social 
groups and asset holdings. The poorer 
the group, the greater is the exclusion." 
The main reasons for the existence 

of financial exclusion are accessibility 
and affordability. While India's geo- 
graphic dimensions, distances, and lack 
of proper infrastructure pose challenges 


у accessibility, the cost of financial ser- 


ices make them unaffordable for the 
poor. The other reasons include: social 
exclusion, illiteracy, gender discrimina- 
tion, unemployment, remoteness of 
residence, and so on. Since financial ex- 
clusion leads to other related problems, 
such as financial discrimination, finan- 
cial illiteracy, and financial exploitation, 
and to social and economic inequities, 
the policy makers of India have been 
making efforts to achieve ‘universal fi- 
nancial inclusion’ within a time frame. 


Financial inclusion 

Financial inclusion refers to the process 
of extending financial products and ser- 
vices at an affordable cost to the weaker 


a visible and fair manner. The range of 
products and services include a no-frills 
banking account, savings products, ac- 
cess to small loans and overdrafts, 
credit facilities, money transfer facili- 
ties, life and non-life insurance, and fi- 
nancial counseling/advisory services. To 
offer a holistic set that encompasses all 
these products and services, the conven- 
tional and innovative delivery systems 
need to be broadened and alternative 
avenues need to be explored. 


уч vulnerable sections of the society in 


Branchless banking 

Banks in India, with their vast net- 
works of branches, can certainly play a 
far greater role in providing these finan- 
cial products and services to the 


\inbanked at an affordable cost. Since 


conventional delivery channels have 
certain constraints for expansion, alter- 
native delivery channels that leverage 


technology can help in taking banking 
channels outside the traditional branch 
network. 

Branchless banking is one such al- 
ternative to the conventional branch- 
based banking. Branchless banking re- 
fers to the offering of financial services 
by banks and other financial institu- 
tions by using delivery channels like 
banking agents, mobile phones, etc. In 
other words, branchless banking en- 
ables banks to go where the customers 
are, instead of waiting for them to come 
to the branch premises. 

Branchless banking services are ex- 
tended through a network of Business 
Correspondents (BCs) or business fa- 
cilitators. In 2006, the Reserve Bank of 
India permitted the use of BCs by bank 
branches to extend banking to the ex- 
cluded segments of the society. With the 
help of appropriate technology, a bank 
correspondent can, to a limited extent, 
collect deposits, receive and deliver re- 
mittances, disburse credit, and sell mi- 
cro-insurance and other such financial 
products on behalf of the bank. The fi- 
nancial products offered could include a 
no-frills savings bank account, small 
overdraft facility, general credit card, 
micro-insurance cover for health and 
life, mutual funds, etc. 

Taking a lead in this regard, many 
banks in India have introduced no-frills 
savings bank accounts and branchless 
banking facilities. For example, Corpo- 
ration Bank implemented the branch- 
less banking model last year in two vil- 
lages, Paranki and Soorinje, in 
Dakshina Kannada district, Karnataka, 
on a pilot basis. Under the model, the 
BCs of the bank carry out the banking 
transactions on behalf of the bank. 
While the customers have been issued 
smart cards for making transactions, 
the BCs have been given hand-held ter- 
minals to effect the transactions. The 
smart cards and the hand-held termi- 
nals in turn are connected to the bank 
through a telephone network. The bank 
has plans to implement the branchless 
banking in more villages in the coming 
years. 


South Africa shows the way 


Quite a few nations have already real- 
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ized that financial inclusion makes 
good economic sense and have gone ail 
out to promote banking habit among 
their underprivileged. South Africa, fer 
example, has already put in place a 
National no-frills Bank Account (NBA) 
called ‘Mzansi’ which seeks to extend 
banking services to low-income earners 
and those living beyond the reach of 
banking services. Launched in October 
2004, the account has already been a 
huge hit, with over two million ac- 
counts opened already—a majority of 
them by South Africans who had never 
owned a bank account before. Accord- 
ing to Colin Donian, the Banking Asso- 
ciation South Africa’s Mzansi Initia- 
tive Director, “The profile of the 
Mzansi account holder is mostly fe- 
male, with an average account balance 
of just under R300.” 

Offered by South Africa’s Postbank 
as well as four major retails banks— 
Absa, First National Bank, Nedbank 
and Standard Bank—Mazansi, which in 
South African means ‘south’, is а no- 
frills, standardized, debit card-based 
transactional and savings account that 
offers affordable financial products 
and services. Those aged 16 and above 
can open an Mzansi account. All that is 
required to open the account is a valid 
ID document. No minimum amount is 
required; however, only one account is 
allowed for a person/institution. 
Transactions are limited to deposits, 
withdrawals and debit card payments. 
The withdrawals and deposits of cash 
can be done at any ATM or FNB 
branches nationwide. The account 
holders are provided with a debit card, 
using which the person can pay for 
items at retail outlets. To make the 
account affordable for the poor, no 
management fees are charged on 
Mzansi accounts, while one free cash 
deposit per month is allowed. 

The banks also started offermg low- 
cost money transfer facilities (called 
Mzansi Money Transfer) from Septem- 
ber 2005. Under the scheme, a maxi- 
mum of R5000, per day, can be sent to 
anyone anywhere in the country from 
over 5,000 banks and Post Office outlets. 
It is not necessary that the users of this 
facility should have a bank account. Us 
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ing his low-cost, reliable, secure and in- 
stant means of money transfer route. 
more than 6 million South Africans аге 
reportedly transferring R12 bn in cash 
annually, with a large chunk of this cash 
flow going from urban to rural areas. 


The Brazilian experience 

Another country where bank-based 
branchless banking model has been in 
vogue for quite some time now is Brazil. 
Brazil, in fact, has a long history of bank 
outsourcing, and the supportive regula- 
tion governing the use of agents, formu- 
lated by the Central Bank of Brazil 
(CBB), has made it easier and affordable 
for the economically deprived sections to 
access financial services, including bill 
payments, money transfers and depos- 
its. There are reportedly more than 
95,000 registered banking agents in Bra- 
zil, delivering financial services on behalf 
of CBB-licensed and supervised entities, 
including credit cooperatives. Most of 
these agents are commercial establish- 
ments such as groceries, post offices, no- 
taries and lottery outlets. An estimated 








$104 bn in 1.5 billion transactions were 
processed by these agents in 2006. The 
transactions were processed through 
Point-of-Sale (POS) devices such as bio- 
metric or smart card readers, bar code 
scanners, and PCs connected to the bank 
server. A customer may or may not have 
a bank account but still can transact in 
any point of assistance of the bank, using 
а cash or debit card; however, only bank 
account holders can receive payment 
transfers. 


At the crossroads 

Though India’s branchless banking 
scheme is loosely based on the Brazilian 
model, unlike in Brazil, the concept is yet 
to pick up momentum in India. Despite 
the introduction of no-frills bank account 
and other technology-oriented initiatives 
in many banks to make banking afford- 
able for the poor, the initiative has not 
achieved the desired goal for obvious rea- 
sons. For one, though the RBI permitted 
the use of BCs for the delivery of financial 
services, it has decreed that only non- 
profit organizations, post offices and co- 


Level of Non-indebtedness : Across Regions 


E ТИНИНИН 











Northern 109.46 


56.26 


48.60 27.423 


25.05 


9140 532 

North Eastern 35.40 7.04 1990 2836 80.10 1.448 409 3395 95.91 
Eastern 210.61 8422 40.00 12639 60.00 39.467 1874 171.14 81.26 
Central 271.33 113.04 41.60 158.29 5840 60.814 2241 21052 7759 
Western 103.66 5574 5370 47.92 46.30 45.586 4398 5807 5602 
Southern 161.56 11745 72.70 44.11 27.30 69.072 4275 9249 5725 
Group of JTs 148 049 3310 099 6690 015 1014 1.33 8986 
All India 893.50 434.24 48.60 459.26 51.40 243.96 2730 64954 7270 
МЕ, C & E 517.34 204.30 39.49 313.04 60.51 101.73 19.66 415.61 80.34 
Regions * 


Share to 





112| December 2008 | 





82.04 74.95 


That effectively means that retail ver 
dors and grocery stores, which are fo 

in every nook and corner of the villages 
and remote areas, cannot function as 
BCs, thus negating the very purpose of 
having a BC. 

Also, there are other banking regula- 
tions that disallow the appointed BCs 
from charging client fees and the mobile 
operators from accepting funds from the 
public or issuing e-money; then, there are 
those that frown at outsourcing of loan 
approval and Know-Your-Customer 
(KYC) decisions. And the stipulation 
that the BCs should account for all the. 
transactions on the same day and the 
same should be reflected in the bank% 
books by the end of the day makes it well 
nigh impossible for BCs to comply with, 
for not all BCs could be expected to be 
equipped with gizmos required for IT 
connectivity. In other words, such restric- 
tions make the position of BC 
unaffordable for the interested parties. 


What next? 

True, the Indian policy makers have real- 
ized that financial inclusion is essential 
for sustainable development and for en- 
suring financial stability and have 
started focusing on financial inclusion 
measures. India, the second largest wire- 
less network in the world, with a total 


operatives can be appointed as E 
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wireless subscriber base of over 300 mil- 4 


Поп іп April 2008, with about 
8-9 million wireless subscribers added 
every month, and with total telephone 
connections of about 300 million 
(wireline and wireless) and an efficient, 
stable and well-networked banking sys- 
tem, has the wherewithal to extend 
branchless banking facilities to low in- 
come groups and weaker sections of its 
population to help them access financial 
products and services, increase their in- 
comes, acquire capital, manage risk, and 
reap the benefits of the nation's economic 
growth. However, for branchless banking 
to emerge as an effective device of finan- 
cial inclusion and as a viable banking 
model in India, there needs to be many 


changes in the banking procedures as y 


well as the traditional mindset. m 


— В Venkatesan lyengar 
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The Way We Are 


Aravind Adiga's The White Tiger 


This book changed me. It changed my 
view of certain things, like what is the real 
India and what is the natureof poverty. 


- Michael Portillo 

Chairman, Panel of judges for the 
Man Booker Prize, speaking about 
The White Tiger by Arcvind Adiga, 
award winner for 2008. 


Т has now become an annual Indian 
tradition to look forward eagerly to 
the announcement in October each year 
of the Man Booker Prize for the best 
work of ñction in English by an author 
from the Commonwealth and Ireland. 
Even the Nobel Prize for literature 
does not enthuse the country that 
much, presumably because an Indian 
winner ог the prize is so extremely un- 
likely with just one past awardee in the 
last 110 years or thereabouts. 


Happily, and as a sign of the in- 
creased globalization of Indian writing 
in English, talented young Indian writ- 
ers have ensured that at least in the 
Man Booker awards, we get a due and 
decent share. In the last 12 years, 
Indian authors have received the 
awards three times (Arundhati Roy in 
1997, Kiran Desai in 2006, and now, 
Aravind Adiga in 2008), not to mention 
the ‘the Booker of Bookers’ and ‘The 
Best of the Booker’ won by India-born 
Salman Rushdie for his Midnight’s 
Children in 1993 and 2008 to com- 
memorate Воокегз 25" and 40^ anni- 
versaries respectively. 


When Arundhati Roy (born October 
24, 1961) won it in 1997, she was the 
youngest wcman ever to win the award. 
Her record v;as eclipsed by Kiran Desai 
(born September 3, 1971) when, in 
2006, she became the youngest woman 
ever to win the award. Now, Adiga, 
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born in 1974, is younger than either of 


them was at the time of receiving the 
award. In fact, he is the second young- 
est ever to win the award after Ben 
Okri who had won it, in 1991, at the age 
of 32. Bravo young India! For India, it 
was a minor embarrassment of riches 
this year with the Booker shortlist 
nominations. If Adiga had not won it, 
the award could well have still gone to 
another Indian, Amitava Ghosh (The 
Sea of Poppies), who was also on the 
shortlist. 


Aravind Adiga has had an interest- 
ing life and career. Born on October 23, 
1974, in a Kannadiga family in Ma- 
dras, Adiga had his schooling at 
Mangalore. He stood first in the state 
in his school leaving examination. His 
family immigrated to Sydney, where he 
continued his education before moving 
to Columbia University to study En- 
glish Literature. He graduated from 


Columbia as a salutatorian. He alsc 
studied at Magdalen College, Oxford. 
He interned for Financial Times as a 
financial journalist, and wrote for Wall 
Street Journal as well, before joining 
Time magazine as its South Asia cor- 
respondent. He left Time after three 
years and became a freelancer. He now 
lives in Mumbai and has dual citize 
ship, Australian and Indian. 


He wrote the first draft of The Whit 
Tiger in 2005 and completely rewrote i 
in December 2006. Impressed by “its 
startling originality and perspective 
on the new India”, HarperCollins not 
only published it in 2008 but also pub- 
licized it aggressively. Prior to the an- 
nouncement of the Booker Prize, the 
book had sold about 20,000 copies. 
Post the Booker Prize, it is expected to 
sell over a million copies, like some of 
the earlier Booker books such as The 
Life of Pi and Disgrace. It might even do 
better because, in its publisher’s as- 
sessment, it is a book that can “draw in 
any reader, even somebody who is not 
into ‘literary’ fiction.” 


The storyline of The White Tiger i 
not exactly heartwarming. In fact, it of; 
fers a pretty dismal picture of the state 
of affairs in the ‘other India’ which is 
‘not shining’, especially of the abject 
poverty and misery that large sections 
of the country’s population still wallow 
in. It is even more painful because 
Adiga’s book is quite unalloyed by de- 
liberate malice or motivated over- 
statement. 


The technique of storytelling 
adopted by the author is clever and 
novel. The novel takes the form of just 
a collection of seven longish autobio- 
graphical letters written by the pro- 
tagonist Balram Halwai to the Prime 
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ister of China. Balram learns from 
scasts on the radio that the Chi- 
e leader is interested in finding out 
г secret behind India’ 
eloping entrepreneurs and takes it 
upon himself to explain things to Wen 
Jiabao, based on firsthand knowledge 
and without any hypocrisy or hyperbole. 


s success in de- 


Balram happens to be the child of a 
rickshaw-puller from а poorly admin- 
istered village on the Ganges, in an ex- 
tremely impoverished part of the coun- 
cry that the author calls ‘the darkness’. 
Balram’s family is desperately poor. 
alram does not even have, cannot af- 









rd, aname of his own until he is regis- 
tered at a primary school. Nameless 
Munna is named Balram by the school- 
teacher for no better reason than that 
the school already has a Ram on its 
rolls. After a very short career in pri- 
mary education, Balram is forced into 
employment in a wayside teashop in 
his village, which involves breaking 
coals and wiping tables. 


He moves to Dhanbad for better 
prospects and finds employment in an- 
other wayside teashop, where “if you do 
your job well with honesty, dedication 
and sincerity, the way Gandhi would 
have done it”, you would have a durable 

eer. In course of time, you would gain 
in seniority and rise to join the ranks of 
the human spiders that go crawling in 

etween and under the tables with 
‚ sags in their hands, crushed humans in 
А crushed uniforms". 


Balram does his job with near total 
dishonesty, lack of dedication and in- 
sincerity and so finds the teashop a 
profoundly enriching experience. He 

’ keeps his education going forward by 
overhearing and spying on every cus- 
tomer. Destiny beckons him to even 
'greater things in a career of unflagging 
entrepreneurship and he becomes a 
junior car-driver in a miner's house- 
hold. In course of time, he moves to 
Delhi with his employer, which affords 
him an excellent opportunity to pursue 
higher education in greed, corruption 


and bribery and other branches of en- 
trepreneurship. 


When his skills are well honed, he 
murders his master one fine day, and 
decamps to Bangalore, equipped with 
enough stolen money to fund his own 
startup. It is as the prosperous owner 
ofa taxi service for the garden city's call 
centers that he wants to share the 
wealth of his experience in entrepre- 
neurship development with the Prime 
Minister of China. Balram is an ad- 
mirer of China because of his "respect 
for the love of liberty shown by the Chi- 
nese people" and strongly believes that 
the future of the world lies with the yel- 
low man and the brown man. 


The novel's great merit lies in its 
impartiality of the narration and re- 
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freshing freedom from prejudice. Its 
villains and victims are not so much in- 
carnations of subjective evil, as they 
are the products of a system, created 
over centuries by the whole society. An- 
gels or devils, they are creatures of cir- 
cumstance. It is hard to gainsay that 
what Adiga describes is a realistic pic- 
ture. You and I have met many Balram 
Halwais many times in the society 
around us, in all stages of their mak- 
ing. To that extent, there is no question 
that the book mirrors the reality 
around us. It may not be a profound 
book, but it is eminently readable. It is 
a plain, unvarnished and straightfor- 
ward tale about the inexcusable ineq- 
uities in modern India. It is calculated 
to disturb the reader and it does. 


Says Adiga: *At a time, when India 
is going through great changes and, 
with China, is likely to inherit the 
world from the West, it is important 
that writers like me try to highlight the 


The White Tiger is not marked by any great 
elegance in writing. But then you cannot expect the 
story of an unlettered protagonist speaking in the first 
person to come across as elegantly crafted. 


Aravind Adiga’s The White Tiger 


brutal injustices of society. That’s 
what I am trying to do—it is not an at- 
tack on the country it's about the 
greater process of self-examination." 
And he achieves a very fair measure of 
success in his effort. 


The White Tiger is not marked by 
any great elegance in writing. But then 
you cannot expect the story of an unlet- 
tered protagonist speaking in the first 
person to come across as elegantly 
crafted. The novel is great as a narra- 
tive of observations, events and experi- 
ences, but it is a little short on any inci- 
sive analytic content. Superficial? 
Well, how do you expect sophistication 
and profundity in the tale told by a 
bumpkin-turned-amoral entrepre- 
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All in all, The White Tiger tells а 
story that was crying to be told. Deni- 
zens of the shining India have had their 
say and they are blue in the face from 


neur? Clever! 


the exertion. They tend to over focus on 
5% of the picture and, based on that 
evidence, grossly overvalue the fruits of 
the reform process. They are in danger 
of hypnotizing themselves into a state 
of incapacity to look at, let alone under- 
stand and tackle, the big picture of cor- 
ruption, inequity, misgovernance, and 
acute deprivation of vast sections of 
the population. The truth about the de- 
prived majority has to be brought out 
as well, yanking society out of the illu- 
sory comfort of an all-is-well-with-the- 
world-and-getting-better mindset. 
Adiga's book attempts this, and even if 
only for that, it deserves a great deal of 
credit. m 


- M Hanumantha Rao 
Former Deputy General Manager, State Bank of India 
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Post: International Tax Manager- Stock Options 
Company: Nair & Co. Outsourcing Pvt. Ltd. 

Job Desc.: Responsible for a portfolio of 
international clients, advising clients on the use of 
various forms of stock based remuneration for 
international employees etc. 

Profile: CA with working knowledge of stock based 
remuneration schemes, international accounting 
standards etc. 

Exp.: 3-5, Location: Mumbai 

Email: mahalaxmi.raghavan@nair-co.com 


Post: Accounts Manager 

Company: The Chopras 

Job Desc.: Will be responsible for handling 
accounts of the organisation pan India. 

Profile: Should have good accounting knowledge 
Exp.: 3-5 

Location: Delhi 

Email: resumes@thechopras.com 


Post: Executive- Admin & Finance 

Company: Corpus Inc. 

Job Desc.: Responsible for facil ty management 
etc. 

Profile: Candidate should have xnowledge of 
computers, basic knowledge of accounts and 
finance etc. 

Exp.: 4-5. Location: Bangalore 

Email: sudramanian.manickam@corpus.com 


Post: Sr. Consultant- Finance 

Company Excetra Workspace Sclutions Pvt. Ltd. 

Job Desc. Should have experience in finance 

model and business plans with excellent 

communication skills. 

Profile: Should have experience in finance model 

and business plans with excellent communication 

skills. 

Exp.: 5-8, _ocation: Bangalore 

Email: ruth@excetra.in 
eee 

Post: Head- Finance & Accounts 

Company: Primetime International Services Pvt. 

Ltd. 

Job Desc.: Responsible for budget processing, legal 

compliances, contractual agreements, ensuring 

systems for business etc. 

Profile: CA is required. CA Inter/ М.Сот can also 

be considered. 

Exp.: 4-8, Location: Mumbai 

Email: kajal&bprimetimeindia.com 


Post: Manager- Taxation 

Company: Maven Resource Management Services 
Job Desc.: Will be handling direct and indirect 
taxes, looking after fringe benefits etc. 

Profile: Candidate should be a CA with 4+ yrs of 
experience. 

Exp.: 4-8 

Location: Delhi/NCR 

Email: divya.kaushik@mavenrms.com 
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Post: Accounts & Audit Executive 

Company: Azim Premji Foundation 

Job Desc.: Principal responsibilities include book 
keeping, preparation of MIS, bill processing & 
settlement, trial balance etc. 

Profile: Candidates should be B.Com or M.Com 
with 3+ yrs of experience. 

Exp.: 3-6 

Location: Bangalore 

Email: accs@azimpremjifoundation.org 


Post: Manager- Accounts 

Company: TACT India Pvt. Ltd. 

iob Desc.: Will be responsible for centralized 
accounting, costing, budgeting and Imprests and 
supervising the daily operational accounting 
activities etc. 

Profile: Should have experience in hard core 
accounting with knowledge of latest tally, 
budegting & costing etc. 

Exp.: 3-5 

Lecation: Delhi 

Email: persis@tactindia.net 


Post: Manager- Finance 

Company: Taurian Iron & Steel Company Pvt. Ltd. 
Jab Desc.: С.А./ MBA - Finance with 5+ yrs of 
experience. 

Profile: С.А./ MBA - Finanace with 5+ yrs of 
experience. 

Exp.: 5-8 

Location: Mumbai 

Email: recruitment@tauriansteel.com 


Post: Dy. Manager- Finance 
Company: inter-connected Stock Exchange Of 
india Ltd. 
Job Desc.: Would be responsible for handling 
stock exchange operation, preparation of MIS, 
managing inflow and outflow of funds etc. 
Profile: Applicant is required preferably NCFM 
certified with MBA (Finance) M.COM & 
experience in stock broking, handling, clearing 
and settlement. 
Exp. 5-7 
Location: Mumbai 
Email: sheenav@iseindia.com 

— 
Post: Associate VP- Finance 
Company: Spandana Sphoorty Financial Ltd. 
Job Desc.: Responsible for complete fund raising 
activities from various banks, maintaining 
relationship with the bankers, meeting bankers in 
person etc. 
Profile: MBA/ M.COM/ CA with proficiency in 
generating various reports like MIS (Management 
Information System) and CIS (Credit Information 
System). Candidates with experience in banking 
Incustry-Public Sector will be preferred. 
Exp.: 5-8 
Location: Hyderabad 
Email: arikamehrotra@spandanaindia.com 
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Post: Finance Analyst 

Company: Prudential Process Management Services 
(I) Pvt. Ltd. 

Job Desc.: Key Responsibilities include business area 
co-ordination, forecast/ budget/ product/ expense 
reporting & allocations etc. 

Profile: Graduate is required preferably B.Com with 
3+ yrs of experience. 

Exp.: 3-4, Location: Mumbai 

Email: shraddha.tiwari@prudential.co.uk 


Post: Finance Controller 

Company: Tenneco RC India Pvt. Ltd. | 
Job Desc.: Chartered Accountant or Cost 

Accountant with manufacturing experience. 

Costing exposure is must preferably in standard 

costing. 

Profile: Exposure to Indian statutory audit as well as 
excise/ sales tax is required. Should be thorough in 
accounting with knowledge of standards etc. с 
Exp: 8-13, Location: Gurgaon 

Email: murugavel@tenneco.com 


Post: Finance Controller 

Company: Mahindra Tractors 

Job Desc.: Will be responsible for operational & 

strategic decisions of finance & accounting, deal 

analysis & negotiations, investor relationships etc. 

Profile: B.Com & CA with sound knowledge of 

accounting standards. 

Exp: 13-20, Location: Mumbai 

Email: archita.sahay@icresset.com 
е ái OO 

Post: Sr. Financial Analyst 

Company: Aldukheil Financial Group 

Job Desc.: The candidates will be mainly employed 

for handling assignments related to IPOs, right 

issues, private placements etc. 

Profile: The candidate should have experience in 

corporate finance with knowledge of Excel, power 

point etc. 

Exp: 8-13, Location: Saudi Arabia 

Email: FASjobsO8@aldukheil.com.sa 


Post: Dy. General Manager- Finance & Accounts 
Company: Suguna Poultry Farm Ltd. 

Job Desc.: Responsible for the regional functions 
viz. finance, HR, IT, marketing and purchases etc. 
Profile: CA/ ICWA preferable with ACS with 
experience preferably in FMCG. 

Exp: 10-20, Location: Vellore 

Email: suguna.hr@gmail.com 
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Post: Vice President- Corporate Finance 
Company: Portfolio Financial Services Ltd. 

Job Desc.: Candidate is required for heading the 
team of business operation like private equity, ECB, 
FCCB, debt, developing relation with banks head 
office etc. 

Profile: Should possess knowledge of trade finance, 
working capital, term loan etc. with experience in 
term loans project finance, debt syndication etc. 
Exp: 9-14, Location: Chennai 

Email: hrd@pfsl.org 
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Post: Dy. General Manager- Finance & Accounts 
Company: NV Distilleries Ltd. 

Job Desc.: Would be responsible to head accounts 
etc. Exposure to ERP/ SAP is a must. 

Profile: Must be ICWA/ CA full or part with at least 3 
yrs experience of holding independent incharge of 
accounts and commercial function in a 
manufacturing unit, preferably in Liquor/ Process 
industry. 

Exp: 12-15 

Location: Ambala 

Email: pandeyhnv@gmail.com 
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Post: Vice President- Finance & Accounts 
Company: GVPR Engineers Ltd. 

Job Desc.: Will be responsible for project financing 
& accounting, day to day accounting & financial 
management, working capital financing 
management etc. 

Profile: CA with 20+ yrs of experience. Additional 
qualification of ACS will be preferred. Construction 
Industry experience is mandatory. 

Exp: 20-30 

Location: Hyderabad 

Email: hrd@gvpr.co.in 


Post: Chief Finance Officer 

Company: Hash Biotech Lab Pvt. Ltd. 

Job Desc.: Selected candidate will be responsible for 
planning, preparation, monitoring and control of 
budgets, handle financial & management 
accounting, budgeting etc. 

Profile: International exposure will be preferred. 
Should possess excellent communication skills. 

Exp: 15-25, Location: Chandigarh 

Email: careers@hashbiotech.com 


Post: Sr. Manager- Accounts 

Company: Associated Road Carriers Ltd. 

Job Desc.: Should have 10-- years of relevant 
experience in accounts/ audit department of service/ 
commercial industry. 

Profile: Should have 10-- years of relevant 
experience in accounts/ audit department of service/ 
commercial industry. 

Exp: 10-20, Location: Hyderabad 

Email: sbd@arclimited.com 


Post: Director- Finance & Commercial 

Company: HPG Global 

Job Desc.: Selected candidate will be responsible for 
all financial & commercial activities of the unit, 
lesion with banks, taxation & audit work etc. 
Profile: С.А./ IOWA with experience of Indonesian 
rules & regulation taxation. 

Exp: 15-25 

Location: Indonesia 

Email: hpg_1935@hotmail.com 
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Post: Finance Head 

Company: Medica Pharmacy Pvt. Ltd. 

Job Desc.: Responsibilities include finalization of 
company accounts, preparation of project report for 
loan syndication etc. 

Profile: Chartered Accountant with 10+ yrs of work 
experience. Should have thorough understanding of 
retail chain account management. Exposure to 
healthcare is also desired. 

Exp: 10-20 

Location: Kolkata 

Email: careers@medicapharmacy.co.in 


Post: Sr. Finance Manager 

Company: CADES Digitech Pvt. Ltd. 

Job Desc.: Will be responsible for over all financial 
control and vigilance, introduction of overall inter- 
nal and external control of the company, budgetary 
control, profitability, analysis of MIS etc. 

Profile: B.Com, CA with 10-- yrs of experience. 

Exp: 10-15 

Location: Bangalore 

Email: support.requirement(2cadestech.com 
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Post: Financial Controller 

Company: Sree Sakthi Paper Mills Ltd. 

Job Desc.: Would be responsible to manage and 
control finance and accounts department of the 
company by ensuring statutory compliances and fi- 
nancial reporting etc. 

Profile: Should be a Qualified Chartered Accountant 
with experience in the finance and accounts depart- 
ment of a manufacturing industry. 

Exp: 20-25 

Location: Cochin 

Email: rganesh@sreekailas.com 
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Post: Chief Finance officer 

Company: Presidency Group of Institutions 

Job Desc.: Selected candidate will be responsible for 
ensuring effective implementation of accounting 
policies & procedures, dealing with banks, auditors 
etc. 

Profile: Should be commerce graduate/ post gradu- 
ate with CA/ ICWA with experience in accounts, 
costing, budgeting, taxation, audit, MIS etc. 

Exp: 8-13 

Location: Bangalore 

Email: hr presidency(2yahoo.com 


Post: Manager- Treasury 

Company: Euthenics IT Services Pvt. Ltd. 

Job Desc.: Will be responsible for cash manage- 
ment, letters of credit issuance, inter-company fund 
movement, cash forecasting etc. 

Profile: Candidate should have good communication 
skills with 8+ yrs of experience. 

Exp: 8-10 

Location: Mumbai 

Email: purvi.talati@euthenicsit.com 
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Post: Asst. General Manager- Finance & Accounts 
Company: Ramky Infrastructure Ltd. 

Job Desc.: The incumbent should have proficient 
knowledge of P&L accounts, balance sheets, annual 
budgets etc. 

Profile: Candidate from infrastructure/ construction 
industry would be preferable. 

Exp: 10-18 

Location: Nuziveedu AP 

Email: rilhr@ramky.com 


Post: Regional Finance Head 

Company: Soma Enterprise Ltd. 

Job Desc.: Selected candidate will be responsible for 
consolidation of projects/ regional accounts, prepa- 
ration of budgets & budgetary controls etc. 

Profile: Applicant should have experience in finance 
& accounts with 14+ yrs of experience. 

Exp: 14-18 

Location: Bangalore 

Email: vvenkat@somaenterprise.com 
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Post: General Manager- Accounts & Finance 
Company: Sankar Sealings Systems Pvt. Ltd. 

Job Desc.: Incumbent will be responsible for mainte- 
nance of accounts and finalization, liaison with au- 
ditors, bankers etc. 

Profile: Should have experience in manufacturing 
industry/ construction industry etc. 

Exp: 15-20 

Location: Chennai 

Email: mngrper@sankar.com 


Post: Sr. Chartered Accountant 

Company: Allanasons Ltd. 

Job Desc.: CA is required with experience in han- 
dling accounts of large companies. 

Profile: CA is required with experience in handling 
accounts of large companies. 

Exp: 10-15, Location: Mumbai 

Email: appointments@allana.com 
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Post: Vice President- Project Launch 

Company: Halcyon Datasys Pvt. Ltd. 

Job Desc.: Responsibilities include to develop a stra- 
tegic plan, oversee company operations, plan, de- 
velop, and implement strategies etc. 

Profile: MBA with experience in strategic planning 
and execution & knowledge of contracting etc. 
Exp: 15-25, Location: Delhi/NCR 

Email: prO6069@gmail.com 
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Post: Sr. Manager- Accounts 

Company: Sankalp Forgings Pvt. Ltd. 

Job Desc.: Responsible for overall management of 
financial resources & accounting. 

Profile: Incumbent should have experience in work- 
ing with engineering/ manufacturing industry. 

Exp: 10-15, Location: Pune 

Email: hr@sankalpforge.com 
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G-20 Summit 
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What Does It Mean for Emerging Economies? - 


Tq all-pervasive economic gloom—rising unemployment, 
foreclosures and corporate bankruptcies, capped by a forecast 
of fall in growth in world economy by 0.8 percentage points to 2.2% 
by the IMF—made everyone expect something dramatic to come 
out of the recent economic summit of G-20 countries held on 15th 
November in Washington, DC. Indeed, many have gone to the 
extent of calling it ‘Bretton Woods-IT, hoping it would—like the 
origina. meeting held in New Hampshire under the shadow of 
World War II that created the IMF and World Bank, fixed ex- 
change rate system, and a body to oversee world trade —come up 
with some such dramatic tools. 

But such а comparison sounds silly, though the current summit is 
equally of paramount importance for a variety of reasons: first, the 
whole world is in a great hurry to somehow contain the financial 
crisis that the US has created, which has exploded into а systemic 
crisis, said to be the worst since the recession of the 1930s, affect- 
ing the emerging economies adversely, that too, for no fault of 
theirs, all because the world economy is now so strongly interrelated 
and interdependent that what happens some- 
where deep inside the financial system of one coun- 
try is enough to wreak havoc in another country 
that lies far off from it. Second and the obvious 
fallout of the first expectation is: financial regula- yy. 
tion. The flaws of the existing system have become | ja LS 
evident, calling for the establishment of a new 8- | 
nancial architecture that can avert recurrences of | 
such crises. Third is the disturbing phenomenon of 
global macroeconomics that is highly skewed: high 
savings of Asian and oil-exporting gulf-countries 
and Western spending. 

And the comparison, if any, of the current G-20 
summut with Bretton Woods meet in 1944 just ends there, for the 
original was a meeting that lasted for three weeks backed by two 
years’ of hard technical preparations involving the likes of Lord 
John Maynard Keynes and Harry Dexter White. backed by politi- 
cians like Franklin D Roosevelt and Winston Churchill. Also, at 
that time, unlike today, the US, being the only economic super- 
pewer in a position to rescue the world economy from its depths, 
could maneuver its way, of course with the active support of Brit- 
ain, and the rest of the few Western countries that mattered in 
global economy fell in line in fixing the woes of the war-torn 
economy. Bu: today, there is no single country which can dictate 
terms to global economy just as the US did in the 1940s. The very 
fact that G-20 countries—a mix of developed and developing coun- 
tries along with European Union—assembled at the summit, 
rather than limiting it to the G-7 club of rich countries to reset the 
rules of global finance, is in itself a clear acknowledgment of the 
fact that today there are many countries which matter in setting 
the global economy in order. But it is too much to expect instant 
solutions, that too for a problem of such magnitude, from a gather- 
ing of such a large group of Presidents and Prime Ministers, which 
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hardly had time for preparing for the summit and from a meetin 
that lasted for a short span of 5-6 hours presided by a lame-ducl 
President of the US. No wonder that it could not deliver a satisfy 
ing solution to fix the global financial crisis. 
Nonetheless, it has generated a good debate. Importantly, it ha: 
enabled the assembled countries to realize that the crisis ha: 
assumed global scale and therefore it calls for well-coordinatec 
monetary and fiscal responses of global scale. It is also realizec 
that in view of the unabated weakness of real economy, despite 
the injection of so much liquidity by central banks, there is a neec 
for well-coordinated fiscal stimulus from all in a big way. There i: 
also a realization about the need for providing financial resource; 
to developing countries through the IMF and World Bank, which 
means, augmenting the resources of these two institutions. But 
the big question here is: How to fund them? The so called rich 
nations, such as the US and other Western countries who them- 
selves are in a big fix today, are not in a position to fund them, nor 
are they eager to let countries like China and oil-exporting coun- 
tries to fund them, for it would weaken their hold 
on these organizations. 
. Another important message of the summit is the 
Р ae need for improving the existing standards of 
| regulatory framework of countries meant for 
| overseeing financial markets and aligning them 
| internationally. It is felt that there is a great need 
for better multilateral surveillance of both mac- 
roeconomic and financial developments. Mem- 
bers have actively discussed about creating a sort 
of “collage of supervisors” to oversee the biggest 
financial firms which are currently accused о- 
playing havoc in the market through their Tegula- 
tory arbitrage' games. But for it to happen, global politicians must 
be willing to give up their craze for sovereignty in favor of a global 
regulator, which is a far cry today. 
There is also a message for avoiding ‘protectionism’ by the so- 
called developed countries, for it means contraction of exports of 
developing countries, which will ultimately slow down the growth 
in economy, pushing millions of people from these countries back 
into poverty. This would also reduce the growth impulses in the 
world economy, which is today more interconnected. Hence, it is 
demanded in chorus that WTO's Doha Development Agenda 
must be concluded at the earliest, or at least that is what the 
leaders from the developing world have pressed for, of c 
backed by sound economic argument. But unfortunately, i 
political jamborees, common sense often takes a backseat. 
However, having acquired the rightful place in the world f 
that sit for fixing the economic problems, China, Brazil and 
must now press for doing what must be done urgently—cre 
effective regulations to oversee global financial markets, 
speeding up the talks under the Doha round. 
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There are many routes to achieve international recognition, but the real achievement is when 
you earn it on your own merit. At New India Assurance, we have followed the tradition of 
establishing an international presence on our own strength, all along and without any tie-ups. 
For, we have long believed that when it comes to leadership, it isn't enough to limit your vision to 
your territory - let the world be your playground. 

* First general insurance company to set up overseas operations 

way back in 1920. 
‚ A-Excellent rated by А. M. Best Co., Europe. 
. Full-fledged operations in more than 27 countries, including 


Japan, UK, Middle East, Fiji, Australia and New Zealand. 


New India Assurance offers specialised packages for a wide variety of purposes : 
‚ Personal • Industrial • Social * Commercial * Liability * Credit 


Protection at best terms & rates 





THE NEW INDIA ASSURANCE COMPANY LTD. 
( Wholly owned by the Govt. of India ) 
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SAP's Business All-in-One Fast-Start Program surpasses your expectations, 
not your budget and time frames. 

The SAP Business All-in-One Fast-Start Program can be implemented much faster (in about 8 -10 weeks'!) 
than a standard implementation and enables you to get started quickly апа drive business results at an 
affordable cost. It also provides tools, methodologies and pre-tested software that let you configure your 
sclution online and receive an immediate estimate for a cost effective deployment. 


The SAP Business All-in-One Fast-Start Program is: 


W Fast: Experience the first online configurator that enables a fast-start and rapid implementation 
m Affordable: Pre-tested and optimized for low cost and high performance 
ш Tailor-made: |ndustry-specific configurations for faster implementation 


Configure your solution today at www.Sap.com/India/config 
Call 1800 425 5959/080 2554 7586 
Or email us at info.india@sap.com to start customizing now 


Actual implementation duration may vary according to scope P'ease contact an authorized SAP sales representative to obtain a binding offer. Terms and conditions apply 


THE BEST-RUN BUSINESSES RUN SAP" 
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